GULF OIL CORPO 
1977 ANNUAL REPORT 
AND FORM 10-K 


© PEt «- 


a4 
& 


2) tome 
. 
+ Pew 


 . tay 
“Tae & 


2 hee 
a a 


wie a“. 


RATION | 


oe ¢£ = 
wit oe ROS Gen 


fe 
ut, ¢ oo 
eo) ae 
i St iy wet Be. Noone 
POTEPPRPETE OH O88 © Ge Cranes —— 
ae TOPTERE y we 
tee SMtCPEROLETE > HEHE KEEEe He: tes 
HOMER Ce peaegernenerynpETiegeTEts 8% | 
UL 
\ CSOT RNCE TEecaregeetiety 7) 
Pee A GEE B28) 
SEOTEEORERED 
oy cre eter eNhee ¢ 


@SINTENTS 


Operations 

Letter to Shareholders ............. 2 
Exploration & Production ........... 5 
Trading & Transportation ............ 9 
Refining & Marketing .............. Wi 
Chemicals” “Share .c0- osesore sone 13 
Canada aca eo ee eee 15 
Minerals enrich roe chien 19 
Other Activities’ ec msec. areas 20 


Financial Information 


Financial Review. .......- 2 ao seee- 22 
Financial Statements and Notes ..... 25 
Report of Independent Accountants.. 43 
Five-Year Financial and Statistical 
SUMMA€NViR ee teat ers een aoe 44 


Form 10-K Information 


Form 10-K Annual Report .......... 51 
Five-Year Income Statement ....... 55 
Oilvand’ Gas) Reserves = .---55-- soe 57 
Principal Subsidiaries ............. 60 
EXeCutiVeZOlicersm- a erm eee ee 62 
Replacement Cost Data............ 65 


Annual Meeting 


The Annual Meeting of Shareholders will 
be held on April 25, 1978, in Soldiers and 
Sailors Memorial Hall, Pittsburgh, Penn- 
sylvania. A formal notice of the meeting, 
proxy statement, form of proxy and re- 
quest for admittance card will be sent to 
shareholders on or about March 23, 1978. 


Cover 


Our front and back covers feature signif- 
icant achievements of 1977. On the front 
cover (clockwise from left): expansion 
of the Clarkson refinery in Ontario; a seis- 
mic crew at work in Utah’s Overthrust 
Belt; positioning a blowout preventer on 
the Key Largo drilling rig on East Camer- 
on Block 330 in the Gulf of Mexico; anda 
modern station in the Galleria section of 
Houston. On the back cover: an ethylene 
tower rises through the pines at the new 
Cedar Bayou, Texas, plant; stockpiling 
the Company’s first U.S. uranium at Mari- 
ano, New Mexico; headquarters of Kewa- 
nee Industries in Bryn Mawr, Pennsylva- 
nia, Gulf’s newest subsidiary; a giant 
dragline removes overburden at the ex- 
panding McKinley coal mine in New Mex- 
ico; one of Gulf’s 75 successful gas wells 
in the Webb-Zapata area of South Texas; 
and a view of the rudder and propeller of 
Gulf’s new U.S. supertanker, the American 
Independence. 


THE YEAR IN BRIEF 


Financial Highlights 


Millions of Dollars 


1977 

Total Revenues s22-6e eee ee $19,829 
Operating Income 

United ‘States © 274) sae ee 754 

Wortldwide a.os.2.7e.@ oe eee 1,230 
Net Income 

United: States=a. eee 460 

Worldwide se eer 752 
Capital and Exploration Expenditures 

United:States 2-7. — eee 2,209 

Worldwidezeer ase ee eee 3,013 
Total ‘(Assets:27. hanes ane eee 14,225 
Return on Average Shareholders’ 

Equity: Societe. se eee ee 10.5% 
Return on Average Employed Capital 8.9% 
Per-Share Data 
Net Income 4:45 eee $ 3.86 
Gash: Dividendsteseee- sere eee 1.85 
Shareholders’ Equity =~. <..-..----. 37.63 
Operating Highlights 
Net Crude Oil Produced, 

Including Participation 

and Long-Term Purchase 

Arrangements (daily average 

barrels) 

United\ States 242) rar eee oe 336,300 
Worldwide 2 x2.ce eee ee 1,611,200 
Net Natural Gas Liquids Produced 

(daily average barrels) 

United: States3eace eee 65,900 
Worldwide sme ree 76,000 
Net Natural Gas Produced 

(thousand cubic feet per day) 

United States ae eee 1,864,900 
Worldwidé.. ones. eon eee 2,166,700 
Crude Oil Processed 

(daily average barrels) 

United States. eee 840,300 


Worldwider ie.) a eee 1,765,500 
Refined Products Sold 
(daily average barrels) 


United States) <5)... cee ee 821,900 

Worldwide 23.2 serene ee 1,669,100 
Chemicals Sold (millions of pounds) 

United States 2225. eee 6,490 

Worldwide « .. see saneeeee 10,820 
Coal Mined (thousands of tons) ..... 8,500 


Uranium Produced 
(thousands of pounds) ........... 2,630 


% Increase 


1976 (Decrease) 


$18,399 
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Operating Income 
$1,230,000,000 


U.S. Exploration 
and Production 
42% 
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1% 
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$3,013,000,000 
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TO THE SHAREHOLDERS 


While there were many achievements 
in 1977 which will contribute to Gulf’s 
growth for years to come, two emotion- 
ally charged issues—national energy 
policy and a foreign uranium cartel— 
absorbed much of our time and the 
public’s attention. 

With the rest of the nation, Gulf is 
vitally interested in the unfolding de- 
bate on energy policy, and we are dis- 
appointed that a comprehensive and 
economically sound energy plan has 
not been enacted. As an early and con- 
sistent supporter of the President’s 
energy goals, we participated actively 
and constructively in efforts to shape 
those goals into legislation by testify- 
ing at Congressional hearings, appear- 
ing before town hall meetings, and 
briefing individual members of Con- 
gress and the Administration whenever 
our views were sought. 

Through numerous speeches to civic 
and professional groups, interviews 
and meetings with newspapers, maga- 
zine and network editors, we spoke out 
in favor of measures to encourage 
energy conservation and to promote 
the use of coal, uranium and noncon- 
ventional energy sources. We empha- 
sized the necessity of increasing oil 
and gas supplies and the importance of 
higher prices in reaching that goal. We 
supported market forces as preferable 
to government regulations in balancing 
supply and demand. And we urged that 
those regulations deemed necessary 
be reasonable and consistent so that 
energy planning and investments could 
be made with confidence. 

For years, this letter has chronicled 
the nation’s growing dependence on 
imported oil. In 1977, nearly half of the 
petroleum consumed in the United 
States was imported, and at 8.7 million 
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barrels per day, these imports were 
nearly equivalent to Saudi Arabia’s 
total production. Although world oil 
supplies are currently in surplus, the 
oil embargo of 1973 cannot be forgot- 
ten. Moreover, foreign oil cost the U.S. 
$44 billion last year, contributing to the 
largest trade deficit in the nation’s his- 
tory and a corresponding decline in the 
value of the dollar. 

The sensible solution would be to 
phase out price controls on oil and gas 
in order to stimulate exploration while 
dampening demand. Instead, U.S. gov- 
ernment policy continues to do the 
opposite. Consumption is encouraged 
by holding crude oil prices below the 
world level, natural gas prices below 
that of crude on a heat-equivalent 
basis, and the price of both below their 
replacement cost. Meanwhile, produc- 
tion of all energy is discouraged by lay- 
er upon layer of regulations, and rea- 
sonable profits are denounced on the 
illogical premise that the nation is bet- 
ter served if there is no success than 
if the successful are rewarded. 


Investment Philosophy Explained 


Until now, believing that reason would 
eventually prevail, we have focused our 
efforts on those areas that parallel our 
view of the national interest. We have 
concentrated on petroleum develop- 
ment, particularly in the U.S., we have 
increased our coal and uranium opera- 
tions, and we have expanded our chem- 
icals and plastics business to upgrade 
our feedstocks. Since our strategy has 
assumed that, ultimately, government 
policy would permit us rewards com- 
mensurate with our risks and invest- 
ments, we have been willing to take 
advantage of the opportunities avail- 
able in our chosen fields. 
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Over the past five years, Gulf has 
spent $9 billion on capital and explora- 
tion projects, with two-thirds of the 
funds invested in the U.S, Last year 
alone, we spent more than $3 billion, a 
73-percent increase over 1976, in one 
of the largest investment efforts ever 
put forth by a private company. Given 
the inherently long lead times required 
for major energy projects, this program 
represented as strong a vote of con- 
fidence in the nation as we could give. 

Furthermore, while some in our in- 
dustry, anticipating the worst in legisla- 
tion and regulation, have diversified 
outside the energy field, our acquisi- 
tion strategy has been a complement 
to, and not a deviation from, these 
goals. 

We are still hopeful that Congress 
will pass an energy bill which will per- 
mit a continuation of this aggressive 
effort. Regrettably, however, the out- 
look is even less hopeful today than it 
was a year ago. Consequently, until 
sound legislation is enacted, prudent 
management on behalf of our share- 
holders requires that we maintain flexi- 
bility and discretion with respect to the 
future allocation of capital. 


Examining the Uranium Cartel 


A second issue which concerns us 
deeply is the litigation and investiga- 
tive proceedings surrounding the brief 
existence several years ago of a for- 
eign uranium marketing arrangement. 
As the average price of uranium tripled 
over the past few years and spot mar- 
ket prices rose even more sharply, a 
number of companies have sought to 
break their uranium supply agree- 
ments and have used the “‘cartel” issue 
as an excuse. Gulf does not believe 
that their position is supportable. 
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In 1972, Gulf Minerals Canada Limit- 
ed, one of our subsidiary companies, 
was directed by the Canadian govern- 
ment to join with other Canadian and 
world uranium producers in marketing 
meetings. The Canadian initiative was 
in response to actions by the U.S. gov- 
ernment in excluding foreign uranium 
from the growing U.S. market. Partici- 
pation by Gulf Minerals Canada was 
not voluntary and was undertaken only 
after the Company obtained assur- 
ances from qualified legal counsel that 
no antitrust laws—in either the U.S. or 
Canada—would be violated. 

By its terms, the marketing arrange- 
ment specifically excluded the U.S. 
market. During the period in question, 
foreign prices generally lagged be- 
hind those quoted by U.S. producers. 
Simply stated, there is no evidence 
that the ‘‘cartel’” had any identifiable 
impact on U.S. commerce. Last year, 
production from Gulf’s Rabbit Lake, 
Saskatchewan, mine was delivered to 
foreign utilities at an average price of 
$16 a pound, far below the $42-to-$45- 
a-pound price widely quoted as the 
current spot market price in the U.S. 

Independent analysts and market ob- 
servers attribute the general increase 
in uranium prices to factors having 
nothing to do with the foreign mar- 
keting arrangement. Among them: 
changes in U.S. government uranium 
policy; the increased cost of uranium 
mining; the OPEC oil price increases 
of 1973-74; actions by the governments 
of Australia, France and South Africa 
to either cut back uranium production 
or withdraw from the export market; 
TVA’s request for bids in late 1973 for 
an incredibly large amount of uranium 
—86 million pounds—at one time; and 
the short-sale activities of Westing- 
house Electric in committing to utilities 
approximately 65 million pounds of 
uranium which it didn’t own, and then 
declaring that it wouldn’t honor those 
contracts. 

While Gulf is involved in a number of 
lawsuits and investigations involving 
the cartel issue (discussed in detail in 
Notes 6 and 16 to the financial state- 
ments), we are convinced that our posi- 
tion is sound and that it will be judged 
so after any fair and objective review 
of the facts. 


Progress and Problems of 1977 


In the pages which follow, we explain 
in detail the progress and problems 
of the past year. Despite a number 
of significant operating achievements, 
earnings fell short of expectations and 
declined by nearly eight percent to 
$752 million, or $3.86 per share. Re- 
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turns on average shareholders’ equity 
and average employed capital fell to 
10.5 percent and 8.9 percent, respec- 
tively, from 12.2 percent and 10.4 per- 
cent in 1976. This performance is clear- 
ly unsatisfactory in light of our past 
investment and future capital require- 
ments. 

Nevertheless, in expressing their 
confidence in Gulf’s future, our direc- 
tors increased the quarterly dividend 
for the fourth time in as many years— 
to an annual rate of $1.90 per share. 
Last year’s cash dividend was seven 
percent above that of 1976 and 23 per- 
cent higher than in 1973. 

In other noteworthy accomplish- 
ments: 

e We completed our first major ac- 
quisition in a decade with the purchase 
of Kewanee Industries, Inc., which 
strengthens both our U.S. petroleum 
and specialty chemicals operations. 

e We increased our U.S. natural gas 
production for the first time in five 
years. 

e We substantially expanded our ex- 
ploratory acreage in the Gulf of Mexico, 
on shore in the lower 48 states, in 
Canada and around the world. 

e We produced the Company’s first 
U.S. uranium and christened two of the 
largest U.S. flag tankers ever built. 

All of this was accomplished while 
maintaining a strong financial position. 
Gulf’s record capital program of 1977 
was essentially financed from internal- 
ly generated funds. Although cash 
and marketable securities were drawn 
down by $825 million, these still totaled 
$1.16 billion at year-end. Long-term 
debt at year-end of $1.31 billion gave 
Gulf a debt-to-capitalization ratio of 
only 15 percent. 
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To help assure a continuation of this 
progress, we broadened the shoulders 
of our top management group in Janu- 
ary 1978 through the creation of a four- 
member Corporate Senior Executive. 
In addition to the two of us, it includes 
Harold H. Hammer, Executive Vice 
President and Chief Financial Officer, 
and Edward B. Walker, Ill, Executive 
Vice President and formerly President 
of Gulf Energy & Minerals Company, 
our worldwide producing arm. 

We continue to view Gulf as a corpo- 
ration on course, with the physical, 
human and financial resources neces- 
sary to meet the challenges which lie 
ahead. We thank our employees, share- 
holders, dealers and customers for 
their loyal support over the past year 
and we look forward to further growth 
for the benefit of all who share in our 
efforts. 


Respectfully submitted, 


Jerry McAfee 
Chairman of the Board 


Armncw EL 
James E. Lee 
President 


February 28, 1978 


EXPLORATION & PRODUCTION 


UNITED STATES 


For Gulf Oil Exploration and Produc- 
tion Company, 1977 was a year of prog- 
ress and a year of promise. In the 
United States, the Company: 

e Achieved an 8.9-percent increase 
in natural gas production, reversing a 
steep decline which began in 1972. 

e Acquired 12 prime tracts in the 
Gulf of Mexico for a record $314 mil- 
lion, and then confirmed its bidding 
optimism with three early discoveries. 

e Discovered and put into produc- 
tion one of the Company’s most signif- 
icant new onshore oil plays in recent 
years in the Williston Basin of North 
Dakota. 

e Expanded both its producing 
and exploratory properties primarily 
through the acquisition of Kewanee 
Industries, Inc. 

Along with these successes, how- 
ever, were a few disappointments. The 
Company’s goal of reversing a seven- 
year decline in crude oil production 
was not quite reached, although at less 
than one percent, the decline was the 
smallest in many years. The Kewanee 
acquisition should enable the Company 
to post a modest increase in production 
in 1978. 

With the rest of the industry, the 
Company also was unsuccessful in its 
initial frontier exploration efforts in the 
Gulf of Alaska and offshore Southern 
California. Gulf alone paid some $58 
million in lease bonus payments in 
these two areas in 1975 and 1976, and 
spent another $17 million in drilling and 
exploration work before activity was 
halted. This experience illustrates anew 
that despite years of expertise and the 
development of highly sophisticated 
equipment and technology, the search 
for oil and gas is characterized by in- 
creasingly high risks and high costs. 

Gulf’s U.S. crude oil, natural gas and 
gas liquids production in 1977 gen- 
erated operating earnings of $514 mil- 
lion, essentially unchanged from 1976. 


$1.24 Billion Spent for New Oil and Gas 


During 1977, Gulf spent a record $1.24 
billion for the acquisition, exploration 
and development of oil and natural gas 
properties in the U.S., representing 41 
percent of the Company’s total capital 
and exploration spending. This was 67 


(Clockwise from left): an oil rig pierces the 
horizon in the Little Knife field of North 
Dakota’s Williston Basin; core drilling in the 
Hartzog Draw area of Wyoming; frontier 
drilling by the Aleutian Key in the Gulf of 
Alaska; and drilling, supply and crew plat- 
forms for the Thistle field, North Sea. 


percent higher than the $744 million 
spent on domestic petroleum projects 
in 1976. Wildcat drilling and other ex- 
ploratory activities required $272 mil- 
lion in 1977, compared with $204 mil- 
lion a year earlier. The Company’s suc- 
cessful bids of $314 million on 12 Gulf 
of Mexico tracts in the June federal 
lease sale compared with $139 million 
spent on 17 leases in two frontier off- 
shore areas and the Gulf of Mexico in 
1976. 

For the sixth year in a row, the Com- 
pany substantially increased its inven- 
tory of onshore exploratory acreage. 
At year-end this reached 13.1 million 
net acres compared with 10.5 million 
at the end of 1976. This acreage in- 
cludes locations in Michigan, Tennes- 
see and New York, as well as in more 
traditional exploratory areas. The ac- 
quisition of Kewanee strengthened 
Gulf’s position in the Rocky Mountain 
area, in Southwest Texas and in Okla- 
homa. 

Gulf averaged 25 seismic crews in 
the field each month during 1977, ac- 
counting for eight percent of all such 
activity in the U.S. 

Drilling activity continued at an in- 
tensified level, approximately twice the 
pace of five years ago, with the Com- 
pany participating in 175 new field or 
new pool wildcats, 48 of which were 
successful—20 as oil wells and 28 as 
gas. In addition, Gulf had an interest in 
1,282 development wells, of which 
1,171, or 91 percent, were successful. 

To help maintain this pace, Gulf 
launched the industry’s first training 
school for rig operations with courses 
ranging from four weeks to four years 
being offered to geophysicists, land 
agents, accountants, attorneys, geolo- 
gists, production and drilling engineers 
and rig supervisors. 

All of this was directed at offsetting, 
or reversing, the natural decline in 
Gulf’s mature producing areas. Even 
with workovers, infill drilling and con- 
tinued exploration around these fields, 
the Company must add up to 30,000 
barrels or so per day in new produc- 
tion each year. Today, some 35 percent 
of Gulf’s crude production is being 
stimulated through waterflooding of the 
reservoirs or other secondary recovery 
methods. 

In addition, Gulf participated in 28 
enhanced recovery projects, 19 of them 
Company-operated, during 1977 with 
net production of 3,300 barrels per day 
at year-end. Five field tests involving 
caustic, steam and emulsion flooding 
were initiated last year and three more 
are planned in 1978. 


Kewanee Adds Production, Reserves 


With severe winter weather in the first 
quarter of 1977 and two hurricane 
threats during the summer, which 
forced the Company to temporarily cur- 
tail operations in the Gulf of Mexico, 
crude production slipped to 336,300 
barrels per day from 337,700 barrels 
per day in 1976. However, production 
of natural gas liquids increased to 
65,900 barrels per day from 60,800. 
Thus, total liquids production averaged 
402,200 barrels per day, up slightly 
from a year earlier. 

Natural gas production rose signifi- 
cantly during 1977 to 1.86 billion cubic 
feet per day from 1.71 billion in 1976. 

Kewanee volume was included only 
during the fourth quarter of 1977, when 
its daily production was 18,500 barrels 
of crude oil and 56 million cubic feet 
of natural gas. 

With the Kewanee acquisition, Gulf’s 
net proved reserves of crude oil rose 
three percent during 1977 to 1.03 bil- 
lion barrels at year-end, and natural 
gas reserves rose three percent to 6.4 
trillion Cubic feet. A further discussion 
of reserve calculations is included on 
page 57. 


Gulf of Mexico Development Advances 
Most of the increase in natural gas 
production came from the Gulf of Mex- 
ico, where the Company has spent $1.9 
billion over the past six years to ac- 
quire and develop properties. Eight 
platforms and more than 100 miles of 
new pipeline were installed in 1977. 
Three new fields were brought on pro- 
duction last year, bringing to nine the 
number of new fields connected in the 
Gulf of Mexico since December 1974. 
At year-end these fields were produc- 
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ing 17,850 barrels of oil and 335 million 
cubic feet of gas per day. 


Rising natural gas volume allowed 
Gulf to substantially increase its deli- 
veries of gas to Texas Eastern Trans- 
mission Corporation. Deliveries aver- 
aged 592 million cubic feet per day in 
1977 compared with 362 million in 1976. 
By year-end 1977, the Company had de- 
livered 2.2 trillion cubic feet of natural 
gas, or half of the total promised, to 
Texas Eastern under its 1964 fixed- 
price contract. While the current con- 
tract price of 21 cents per thousand 
cubic feet is an economic burden to the 
Company, Gulf should have substantial 
gas reserves in place on fulfillment of 
the contract which can then be sold at 
higher market rates. 


During the bitterly cold months of 
early 1977, the petroleum industry was 
subjected to much criticism for alleg- 
edly withholding needed gas supplies. 
In Gulf’s case, those charges were un- 
warranted. The Company’s dedication 
to the rapid development of its proper- 
ties was illustrated in January 1977 
when South Timbalier Block 163, 40 
miles offshore Louisiana, was brought 
into production in just 20 months after 
the lease was acquired. It is now de- 
livering 75 million cubic feet of gas a 
day. A four-to-five-year offshore deve- 
lopment schedule is more typical. 

This same emphasis is being placed 
on the early evaluation and develop- 
ment of the Gulf of Mexico leases ac- 
quired last June. By year-end, three 
gas discoveries involving four of the 
12 tracts had been made and three 
production platforms ordered for in- 
stallation in 1978. The first wildcat well, 
testing adjoining Blocks A517 and 
A498 in the High Island area offshore 
Texas, logged 158 feet of net gas pay 
in six reservoirs. Additional gas dis- 
coveries were made on Vermilion 
Blocks 24 and 260 offshore Louisiana. 
The Company hopes to bring one of 
these fields, as well as eight others in 
the Gulf of Mexico, into production 
during 1978. 


Gulf’s other offshore production is 
in the Dos Cuadras field in California’s 
Santa Barbara Channel, where the 
Company has a 25-percent interest. 
After years of legal delays over en- 
vironmental issues, a third platform 
was installed and 21 wells drilled in 
1977. At year-end, Gulf’s share of pro- 
duction averaged 4,300 barrels per day. 


Similar litigation concerning the Bal- 
timore Canyon, offshore the mid-Atlan- 
tic Seaboard, prevented the Company 
from drilling on any of its 10 leases 
there in 1977. However, a favorable rul- 
ing by the U.S. Supreme Court in Feb- 
ruary 1978 will now allow evaluation of 
these holdings. Gulf paid $39 million 
for the leases in 1976. 


Oil Discovered in North Dakota 


In February 1977, Gulf made a major 
discovery in the Little Knife field of 
the Williston Basin of North Dakota. 
By year-end, Gulf had 28 producing 
wells and five drilling rigs working. Net 
production was restricted to 3,300 bar- 
rels per day pending completion of a 
gas desulfurization plant in 1978 which 
will allow daily output to increase to 
10,000 barrels. 

The Company continued a leading 
role in the development of the Webb- 
Zapata area of South Texas, one of the 
most active onshore gas plays in the 
country. Gulf has an interest in 139,000 
acres, or approximately 30 percent of 
the area under lease. A total of 75 suc- 
cessful wells has been drilled on Gulf- 
operated acreage, and the Company 
holds an interest in 68 additional wells. 
Gulf drilled 43 new wells in 1977, and 
it's expected that an equal number will 
be drilled this year. Year-end produc- 
tion was 80 million cubic feet per day 
compared with 60 million cubic feet at 
the end of 1976. 


Petroleum Prices Artificially Set 


Are significant oil and gas deposits 
yet to be found in the U.S.? What 
price level provides an adequate 
return to enable the industry to 
continue its search for new re- 
serves? Is the government capable 
of determining this “adequate” 
price, or should that be left to the 
competitive market? Over the 
longer term, will controls and reg- 
ulations produce more energy at 
less cost, or will the opposite be 
true? These, in essence, were the 
central questions of the great en- 
ergy price debate of 1977. 

While headlines, and those who 
sought them, spoke of oil at $14 
a barrel and natural gas at $2 or 
more per thousand cubic feet, 
those references were to possible 
future prices on possible future 
production. Current revenue, 
which must finance the search for 
new discoveries, remained con- 
trolled at much lower levels. 

Gulf received an average $8.09 
a barrel for its U.S. crude oil pro- 
duction during 1977, while natural 
gas realizations were 56 cents per 
thousand cubic feet. These com- 
pared with prices of $7.39 per bar- 
rel and 45 cents per thousand 
cubic feet in 1976. 

The net effect of the Energy 
Policy and Conservation Act of 
1975, and its interpretation by the 
new Department of Energy (DOE), 
has been to hold U.S. crude prices 
unrealistically low. Previously 
promised price increases have 


Other promising areas for Gulf in- 
clude the Hartzog Draw area of Wyom- 
ing, where the Company has an interest 
in 16 wells and net production aver- 
aged 2,600 barrels per day in 1977 and 
the Overthrust Belt of Wyoming, Utah 
and Idaho, where Gulf has 700,000 net 
acres and an active wildcat drilling 
program under way. 


Gas Liquids Growth Significant 

Gulf’s sales of natural gas liquids, prin- 
cipally conducted by Warren Petroleum 
Company, increased 22 percent during 
1977 to 123,200 barrels per day. Four 
new processing plants were author- 
ized, and at year-end, Warren operated 
34 gas processing plants and had an 
equity interest in 34 others. 

Expansion of Warren’s import com- 
plex on the Houston Ship Channel 
should be completed in mid-1978. This 
facility will accommodate gas liquid 
tankers of up to 80,000-cubic-meter 
capacity and have an unloading capa- 
bility of 15,000 barrels per hour. 


been denied, the price of produc- 
tion from older fields was frozen 
during most of 1977 and the price 
of newly found oil was rolled back 
twice. At year-end, prices for 
“lower-tier’ oil from properties de- 
veloped prior to 1972 had been al- 
lowed to increase only five percent 
from their December 1973 levels to 
$5.28 a barrel, and new, or “‘upper- 
tier,’ production had increased 
only 11 percent to $11.80 a barrel. 
Over the same period, the cost of 
drilling and producing oil had in- 
creased more than 90 percent. 

Under DOE definitions, 42 per- 
cent of Gulf’s 1977 crude oil pro- 
duction was classified as upper- 
tier oil and stripper oil from low 
producing wells. This represented 
an improvement over 1976, when 
only 31 percent of Gulf’s crude 
mix was entitled to these higher 
price levels. 

Industrywide natural gas realiza- 
tions increased as a result of a 
1976 Federal Power Commission 
ruling setting new price tiers for 
interstate sales from post-1972 dis- 
coveries. At year-end, less than six 
percent of Gulf’s gas sales quali- 
fied for the highest interstate base 
rate of $1.47 per thousand cubic 
feet, and 62 percent sold at rates 
of 37 cents or less per thousand 
cubic feet. Approximately 27 per- 
cent of Gulf’s natural gas was pro- 
duced and sold within the same 
state and therefore was not subject 
to federal price controls. 


INTERNATIONAL 


Abroad, there was greater recognition 
by oil producing and potential oil pro- 
ducing nations of the role to be per- 
formed by the international oil com- 
panies—and a corresponding reaffir- 
mation by Gulf that the Company in- 
tends to remain a major force in the 
worldwide production of petroleum. 

Gulf participated in the drilling of 
47 wells overseas in 1977, of which 23 
were in West Africa, 17 in the North 
Sea, 4 in Asia and 1 each in Italy, Oman 
and Tunisia. Of the total, 21, or 45 per- 
cent, were successful. Overall, capital 
and exploration expenditures increas- 
ed to $179 million in 1977 from $143 
million a year earlier. 

Crude oil production from equity, 
participation and long-term purchase 
agreements during 1977 totaled 1.2 mil- 
lion barrels per day from eight coun- 
tries outside North America, compared 
with 1.3 million barrels daily in 1976. 
The decline resulted primarily from a 
world crude surplus in 1977 which re- 
duced demand for certain high-sulfur 
Middle East crudes and from the Com- 
pany’s withdrawal from Ecuador at the 
end of 1976. Production increased in 
Angola, where internal hostilities had 
caused a suspension in operations dur- 
ing the first four months of 1976. A 
country-by-country tabulation of. pro- 
duction is shown on page 46. 


North Sea Production Begins 


After more than 12 years of activity in 
the North Sea and $300 million in ex- 
penditures, Gulf recorded its first pro- 
duction in February 1978, when oil 
began to flow from the Thistle field. 
Gulf has only a 1.2-percent interest in 
this field, but its share of production 
should reach 1,500 barrels per day 
during the year. 

The Thistle is the first of four fields 
in the Brent Cluster some 100 miles 
northeast of the Shetland Islands being 
developed by Gulf and its partners. A 
second field, the Dunlin, will come on 
production this spring with the Com- 
pany’s 12-percent share initially yield- 
ing 4,800 barrels of oil per day. Produc- 
tion from both fields will at first be 
barged to shore, but after 1978 will be 
pumped through the Brent pipeline to 
Sullom Voe, Scotland, where the larg- 
est crude oil storage complex in Eu- 
rope is being constructed. 

Development work proceeded during 
1977 on the giant Statfjord field, where 
three platforms costing $3 billion are 
being readied, and on the Murchison 
field, which will utilize the largest sin- 
gle piece steel platform ever construct- 
ed. Gulf has a 3.7-percent and 25- 
percent interest, respectively, in these 
two fields, which will come on produc- 
tion in 1979 and 1980. 


Production from all four fields should 
peak at about one million barrels per 
day in 1983, with Gulf’s share being 
about 70,000 barrels per day. Gulf also 
expects to participate in additional 
fields that should bring its net produc- 
tion to close to 100,000 barrels per 
day. To date, the Company has shared 
in several discoveries in the United 
Kingdom sector of the North Sea that 
require further drilling and analysis to 
determine if they can be commercially 
developed. One of these is the Hutton 
field located just south of the four 
major fields. 

Gulf and its partners, Continental Oil 
Company and the British National Oil 
Corporation, acquired an additional 
block in the U.K. sector in the fifth 
round of leasing last year. An active 
wildcat program will continue in the 
U.K. sector in 1978. In addition, the 
Company farmed into two blocks held 
by others in the Norway sector and will 
be the operator, initially earning a 25.4- 
percent interest by exploratory drilling. 


West African Importance Grows 


West Africa is Gulf's most important 
foreign producing area outside North 
America. 

Nigeria, where Gulf is that nation’s 
second largest oil producer, is a prime 
example of the improving business 
climate Gulf believes is emerging 
throughout the world. The Company 
and the government have agreed to a 
series of improved financial and tax 
incentives designed to encourage new 
investments and thus further the de- 
velopment of promising, but presently 
nonproductive, areas of the country. 

In Angola, negotiations are well ad- 
vanced toward finalizing a new partici- 
pation agreement giving the govern- 
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ment a majority interest in operations. 
The agreement is expected to be signed 
in early 1978. 

To prolong production levels in 
Zaire, a $25-million waterflood proj- 
ect was initiated in 1977 with start-up 
scheduled for mid-1978. In Cameroon, 
Gulf acquired a 50-percent interest in 
a 468-square-mile exploration tract 
bordering Nigeria, and a 60-percent in- 
terest in a 2,500-square-mile tract near 
the Atlantic Coast. 

Elsewhere, Gulf: 

e Initiated seismic operations on 
two large blocks on the Sinai Peninsula 
in Egypt acquired late in 1976. 

e Upgraded the quality of its hold- 
ings in Indonesia. 

e Acquired an interest in a very 
large deepwater block offshore West- 
ern Australia. 

e Participated as a minority share- 
holder in a new field discovery off the 
Pacific Coast of Russia’s Sakhalin 
Island. 

e Pioneered with the World Bank in 
devising a financing plan for a petro- 
leum development project in Pakistan 
for which negotiations are still under 
way. 

Gulf’s technical assistance and 
crude and product purchasing agree- 
ments with the government of Vene- 
zuela were extended for two years 
through 1979. In May, Gulf received 
provisional payment from the govern- 
ment of Ecuador for the 1976 purchase 
of Gulf’s producing and pipeline in- 
terests. 

During 1977, Keydril, Gulf’s inter- 
national offshore drilling contractor, 
doubled to six the number of its rigs in 
operation. A seventh rig, now under 
construction, is scheduled for delivery 
in June 1978. 
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TRADING & TRANSPORTATION 


Gulf Trading and Transportation Com- 
pany became the leading United States 
flag tanker operator in 1977 in terms of 
tonnage with the commissioning of the 
AMERICAN SPIRIT and the AMERICAN 
INDEPENDENCE. These two 265,000- 


deadweight-ton ships, capable of carry- 


ing two million barrels of crude oil 
each, are among the largest ships to 
fly the U.S. flag. 

Delivery coincided with a strength- 
ening U.S. tanker market created by 
Alaskan oil movements and the gov- 
ernment’s Strategic Petroleum Reserve 
Program. Damage to the Alaskan pipe- 
line delayed some shipments of Alas- 
kan crude in 1977, but both Gulf ves- 
sels began service in this trade in early 
1978. 

Including these two new Very Large 
Crude Carriers, Gulf’s U.S. flag fleet 
is comprised of 16 owned vessels with 
a total of 932,000 deadweight tons. 
Gulf’s foreign flag fleet, which is regis- 
tered under nine flags, consists of 39 
owned vessels and 21 on long-term 
charter. These ships totaled 7,890,000 
deadweight tons, equal to about three 
percent of the world fleet. 

During 1977, the Company pur- 
chased five foreign flag ships in the 
90,000-to-128,000-deadweight-ton class 
for service to its U.S. refineries. 

The world tanker market continued 
to be depressed during 1977, with 
about 27 percent of the world fleet in 
surplus. Throughout this period of ex- 
cess tonnage, which began in 1975, 
Gulf’s fleet has remained in balance. 

To take advantage of the decline in 
tanker rates, Gulf increased its depend- 
ence on the spot charter market dur- 
ing 1977 to nine percent of its foreign 
marine transportation requirements 
from five percent in 1976. Gulf’s owned 
and controlled foreign flag fleet carried 
285 billion loaded ton miles of crude 
oil during 1977 compared with 339 bil- 
lion ton miles in 1976. In addition, to 
conserve fuel, the Company operated 
its vessels at slower than normal 
speeds on the ballast leg of the trip. 


Crude Portfolio Expands 


In its role as an international buyer, 
seller and transporter of crude oil, Gulf 
has greatly expanded its crude port- 
folio in recent years. In 1977, the Com- 
pany handled 43 different types of 


(Clockwise from left): the Bay Skimmer, an 
oil-spill recovery vessel, goes through its 
paces in Bantry Bay, Ireland; a Sabena jet- 
liner in Brussels, Belgium takes on jet fuel; 
and the American Spirit, one of two U.S. 
flag supertankers commissioned last year. 


foreign crude for a total volume of two 
million barrels per day, compared with 
18 crude types representing the same 
volume in 1972. While posing more 
complex logistical problems, this ex- 
pansion of crude types has given Gulf 
greater flexibility in meeting its down- 
stream requirements while reducing its 
reliance on one or two large suppliers. 
The Company also is better able to 
dispose of Gulf-produced crudes not 
suited to the Gulf system. 

Gulf also has increased its interna- 
tional marketing of a number of petro- 
leum products, such as petroleum 
coke; jet fuel; marine fuels; marine, 
automotive and industrial lubricants; 
and gas liquids. These products come 
from the Gulf refining system and from 
outside sources, and they are marketed 
in 132 countries throughout the world. 

Construction began in 1977 in Lake 
Charles, Louisiana, on a new plant 
capable of calcining 400,000 tons of 
petroleum coke per year. This plant is 
expected to come onstream in late 
1978 and will upgrade Gulf’s petroleum 
coke into calcined coke, which is used 
by the aluminum industry. 


World Crude Surplus Develops 


A worldwide surplus of crude oil 
developed in 1977 as: ; 

e the rate of growth of petro- 
leum demand decreased in respon- 
se to the sluggish economies of 
much of the industrialized world, 

e Saudi Arabia—the key to the 
Organization of Petroleum Export- 
ing Countries’ overall strategy—in- 
creased its production to an aver- 
age of 9.2 million barrels per day 
in order to moderate OPEC price 
increases during the first half of 
1977, 

@ new crude supply from non- 
OPEC sources such as Mexico, 
Alaska and the North Sea added 
more than two million barrels a day 
during 1977 with some eight mil- 
lion expected by 1982. 

The world crude surplus is ex- 
pected to continue possibly 
through 1985. The 1978 surplus— 
defined as the difference between 
demand and the target production 
levels of the producing countries— 
is estimated at up to 3.5 million 
barrels per day with two-thirds 
being sour or high-sulfur crude, 
principally from the Arabian Gulf 
and Venezuela, and one-third 
sweet crude, mostly from North 
and West Africa. This doesn’t in- 
clude the excess productive ca- 
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To capitalize on its marine expertise, 
Gulf in 1976 became a 75-percent part- 
ner with Hansa Line of West Germany 
in the American Heavy Lift Shipping 
Company. This company is building 
two 3,000-ton vessels capable of han- 
dling, with their own equipment, single 
cargo items weighing up to 1,000 tons 
each. These ships will be launched in 
the fall of 1978 and spring of 1979 and 
will be the first heavy lift vessels to fly 
the U.S. flag. 


pacity of the producing countries, 
which for Saudi Arabia alone is 
four million barrels per day. 

As a consequence, the OPEC oil 
ministers, who have determined the 
world price for oil since 1973, de- 
clined to raise prices at their De- 
cember meeting in Venezuela. The 
three major African sweet crude 
producers—Algeria, Libya and Ni- 
geria—dropped their price at year- 
end as much as 30 cents a barrel, 
and Kuwait reduced its price by 
10 cents per barrel in January 1978. 
While this moderation in prices is 
encouraging, it must be viewed in 


the context of imports with a land- 


ed cost in the U.S. today of about 
$15.50 a barrel. 

As an operator in foreign pro- 
ducing countries, Gulf has re- 
minded those governments of the 
market realities which must be 
faced during a time of surplus. As 
a worldwide refiner of petroleum 
products, the Company has sought 
to take advantage of a buyer’s mar- 
ket. And as an international crude 
trader, Gulf is working closely with 
as many producing countries as 
possible to try to balance the 
supply-demand equation. However, 
any prolonged surplus could have 
serious implications for the entire 
petroleum industry. 


ae 


REFINING & MARKETING 


UNITED STATES 


Gulf Refining and Marketing Company 
enhanced its position as a significant 
contributor to Corporate profits in 1977. 
In the United States, operating earn- 
ings of $208 million increased 18 per- 
cent over the $176 million earned in 
1976. The significance of these figures 
is underscored by the fact that as re- 
cently as 1975 these operations barely 
broke even. 

Since the early 1970s, when Gulf 
began implementing a downstream 
strategy based on profitability rather 
than volume, marginal outlets have 
been closed and operations concen- 
trated in areas of competitive strength. 
As a result, identifiable assets have 
been reduced by about a third to $1.7 
billion, the number of retail outlets cut 
by 40 percent to 18,300 at year-end, 
and the original 45 marketing districts 
consolidated into 16 with a significant 
savings in operating costs. With an in- 
crease in volume over the period, pro- 
ductivity per employee has improved 
considerably. 

New construction and station modifi- 
cations have emphasized high-volume, 
Company-operated, self-serve loca- 
tions and unbranded outlets, particu- 
larly in the large metropolitan areas of 
the southeast and southcentral states. 
While meeting growing consumer pref- 
erence for lower prices, Gulf also has 
sought to support its full-service, 
dealer-operated network through its 
first brand recognition advertising pro- 
gram in four years. 


Houston, Atlanta Lift Market Share 


Gulf increased its share of the retail 
gasoline market to more than 10 per- 
cent in both the Houston and Atlanta 
regions and, overall, held an 8.5-per- 
cent market share in its 29-state mar- 
keting region in the East, South and 
West. Gulf’s gasoline volume declined 
two percent to 469,000 barrels per day 
during 1977. Gulfcrest, the Company’s 
unleaded gasoline, accounted for 26 
percent of total gasoline sales, com- 
pared with 19 percent in 1976. 

Sales of distillate, primarily Diesel 
fuel and heating oil, increased 6.6 per- 
cent to 271,200 barrels per day as 
customers converted from scarce sup- 
plies of natural gas. During the first 


(Clockwise from left): a newly acquired 
service station in Switzerland; the catalytic 
reforming unit at the Port Arthur refinery 
which is being upgraded to meet EPA lead- 
reduction standards; and Zip Rip insulation 
on petroleum tanks to reduce energy con- 
sumption at the Philadelphia refinery. 


quarter of 1977—the coldest winter in 
the nation’s history—the Company in- 
curred heavy costs to insure that its 
customers had sufficient quantities of 
heating oil. Gulf’s refineries maximized 
distillate production, and the Company 
purchased 2.6 million barrels of prod- 
uct, much of it imported, at prices high- 
er than could be recovered in the mar- 
ketplace. 

Distillate and residual fuel oil were 
removed from federal price controls 
in mid-1976, permitting an improvement 
in profit margins throughout 1977. How- 
ever, gasoline prices remained under 
controls imposed four years ago, and 
toward the end of the summer driving 
season this forced the Company to 
temporarily roll back gasoline prices. 
Gulf’s average sales price for refined 
products was 41 cents per gallon in 
1977, up from 37 cents in 1976. Crude 
oil and manufacturing costs, however, 
rose 3.7 cents per gallon. 


“Gulfpride Super G” in Market Test 


The lubricating oil business, which has 
been quite profitable for Gulf, is under- 
going a significant change with several 
companies offering synthetic lube oils 
designed to promote fuel efficiency 
while offsetting diminishing supplies of 
traditional lube grades of crude oil. 
During October, Gulf began testmarket- 
ing a completely synthetic lube, ‘“Gulf- 
pride Super G,”’ made of polyalphaole- 
fins. Also under development is an ex- 
tended-drain motor oil blended from 
conventional lube oils and synthetic 
fractions. 

Gulf enjoys a strong market position 
in several lines of specialty consumer 
and industrial products such as char- 
coal lighter, newsprint ink oil and elec- 
trical transformer oil. 

Gulf’s seven U.S. refineries operated 
at 93 percent of capacity during the 
past year, processing an average of 
840,300 barrels of crude per day com- 
pared with 814,600 barrels per day in 
1976. Capacity at Gulf’s largest refinery 
at Port Arthur, Texas, was increased by 
22,400 barrels per day, or seven per- 
cent, through a modernization pro- 
gram. No further additions or capacity 
modifications are currently scheduled. 


Safety Milestones Reached 


Two significant milestones were 
reached in 1977. First, a $20-million 
program initiated in 1973 to improve 
energy conservation at the Company’s 
refineries was completed, resulting in 
a 15-percent reduction in fuel use and 
a consequent cost savings of $50 mil- 
lion a year. Second, in November, em- 


ployees of the Cincinnati refinery 
achieved a million man-hours without 
a lost time accident, while employees 
at the Venice, Louisiana, refinery com- 
pleted five accident-free years. 

Reliance on foreign crudes in- 
creased in 1977 and accounted for 44 
percent of the Company’s refinery 
feedstock compared with 39 percent a 
year earlier. Most of Gulf’s crude im- 
ports come from West and North Africa, 
with only 11 percent coming from the 
Middle East. 

Despite this growing dependence on 
imported crudes, Gulf decided to with- 
draw from Seadock, Inc., a consor- 
tium of importers that plans to build 
a deep-water crude oil unloading ter- 
minal for supertankers off the Texas 
coast. The licensing requirements im- 
posed by the U.S. Department of 
Transportation raised serious ques- 
tions about the rights of Seadock’s 
owners to operate and manage the 
terminal and imposed unprecedented 
and open-ended liabilities on its share- 
holders. 

Colonial Pipeline Company, in which 
Gulf has a 16.8-percent interest, in- 
augurated a $310-million expansion of 
its system to increase capacity to 2.1 
million barrels per day from 1.8 million. 
The Colonial system is the principal 
transportation link for refined products 
between Texas and Louisiana Gulf 
Coast refineries and Atlantic Seaboard 
markets. 
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INTERNATIONAL 

Gulf’s refining and marketing business 
in Europe earned $20 million in 1977, 
including $46 million from a reduction 
in crude oil and product inventory 
levels. This compares with a $26-mil- 
lion operating loss in 1976. 

The Company also has minority in- 
terests in other downstream opera- 
tions in Europe, which contributed $26 
million to 1977 profits compared with 
equity earnings of $27 million in 1976. 


Several factors contributed to the 
weakness in European petroleum oper- 
ations. The industrywide climate was 
adversely affected by generally de- 
pressed demand coupled with large 
excesses of available crude oil, refined 
products and refinery capacity. Gulf’s 
refineries operated at only 65 percent 
of capacity during the year. And with 
limited access to lower priced Saudi 
Arabian crude oil, the Company oper- 
ated at a competitive disadvantage dur- 
ing the first half of the year when 
OPEC maintained a two-tier price sys- 
tem. 

On the positive side, Gulf achieved 
an improved product mix and contin- 
ued its cost reduction and restructuring 
programs. The overall strengthening of 
European currencies against the U.S. 
dollar had a slightly favorable effect on 
earnings in 1977. In addition, many Eu- 
ropean governments responded more 
promptly to increased crude costs by 
allowing a more reasonable cost pass- 
through. 


In what amounted to a no-growth 
market last year, Gulf was able to in- 
crease its refined product sales four 
percent to 233,000 barrels per day, with 
gasoline accounting for 20 percent. 


European Expansion Under Way 
During the past year, the Company ini- 
tiated several programs to take advan- 
tage of a prospective improvement in 
the European business climate. In July, 
the Company announced that it was 
joining with Texaco in the construction 
of a 65,000-barrel-per-day catalytic 
cracking complex at Pembroke-Milford 
Haven, Wales, to convert fuel oil to 
gasoline. The investment should im- 
prove the Company’s manufacturing 
flexibility and product mix throughout 
Europe. 


In August, Gulf acquired Chevron’s 
162 retail outlets in Switzerland, which, 
when added to the Company’s exist- 
ing 305 Swiss outlets, make Gulf the 
fourth largest marketer in that country. 
This will allow the Company to better 
utilize the Cressier refinery in Switzer- 
land, in which it has a 25-percent in- 
terest. At the same time, Gulf decided 
to withdraw from retail marketing in 


Norway, where its position was mar- 
ginal. 
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The Company has 4,000 retail outlets 
in nine countries in Europe, and wher- 
ever permitted, Gulf has increased its 
self-serve units. Approximately 60 per- 
cent of its total retail volume in 1977 
was marketed through self-serve 
pumps. 

Profits from Gulf’s refining and mar- 
keting operations in Latin America and 
Asia declined in 1977. Among the con- 


Lead Phasedown Proves Costly 


“Get the lead out” has been a rally- 
ing cry for environmentalists for 
years. But this translates into a 
multi-million dollar commitment for 
Gulf, higher prices for the motoring 
public and increased crude oil im- 
ports for the nation. 

The Environmental Protection 
Agency (EPA) has limited the 
amount of lead antiknock com- 
pound that can be used in the na- 
tion’s total gasoline pool during 
1978 to 0.8 grams per gallon. Six 
of Gulf’s U.S. refineries are expect- 
ed to be in compliance and a waiv- 
er has been granted for the Port 
Arthur refinery until a $60-million, 
40,000-barrel-per-day catalytic re- 
former can be completed and 
put in service by October 1, 1979. 

By then, the lead content in all 
gasoline must be reduced to 0.5 
grams per gallon. To meet this re- 
quirement and meet projected de- 
mand increases for unleaded gaso- 
line, Gulf may need to invest anoth- 
er $150 million. Of course, these 
costs must be borne by the motor- 
ing public. 

EPA’s intention to eliminate a 
manganese-based, octane-improv- 
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tributing factors were a strike at the 
Puerto Rican refinery and the refusal 
by the government of Korea until May 
to grant a product price increase to 
offset the January 1 hike in OPEC 
crude costs. 

During the year, the China Gulf lube 
oil facility in Taiwan initiated an expan- 
sion program to double its output of 
premium quality lubricating oils. 


ing additive, MMT, by September 
15, 1978, could make Gulf’s lead- 
reduction efforts even more expen- 
sive and its refineries even less 
efficient. The proposed ban is in 
response to the automobile indus- 
try’s belief that MMT adversely 
affects the performance of cata- 
lytic converters and causes deteri- 
oration of emission control de- 
vices. Gulf has sold 1.9 billion gal- 
lons of unleaded gasoline since 
1975 containing this additive with 
no quality or performance com- 
plaints. Should MMT be banned, it 
would reduce Gulf’s annual gaso- 
line production about two percent, 
or 126 million gallons, or would re- 
quire that an additional 12 million 
barrels of crude be processed each 
year to replace this volume. 


A study to determine the effects 
of MMT is currently being conduct- 
ed in California by the Coordinat- 
ing Research Council on 63 dif- 
ferent types of automobiles. Gulf 
believes that the national objective 
of energy conservation can best be 
served by continued use of MMT 
in motor gasoline, unless and until 
it is clearly demonstrated that this 
gasoline additive is unsuitable. 


CHEMICALS 


After years of strong, although cyclical 
growth, the 1977 performance of Gulf’s 
chemical operations was one of disap- 
pointment. Operating earnings, primar- 
ily related to Gulf Oil Chemicals Com- 
pany, fell to $75 million from $182 mil- 
lion in 1976. Revenue rose 15 percent 
to $1.21 billion. 

Sharp earnings declines were ex- 
perienced by many chemical com- 
panies in 1977 as overcapacity in the 
basic petrochemicals prevented pro- 
ducers from recovering higher feed- 
stock and operating costs. Although 
there is little indication that the present 
weak market condition will be reversed 
soon, Gulf firmly believes that over the 
coming years it will be more profit- 
able to sell hydrocarbon molecules as 
chemicals than as fuel. 


UNITED STATES 


In most United States product lines, 
lower earnings did not represent de- 
clines in either volumes or selling 
prices, but rather a squeeze on profit 
margins. This was particularly true in 
the basic petrochemicals and chemical 
intermediates which account for 56 
percent of Gulf’s external sales. These 
products are ethylene, propylene, ben- 
zene, cyclohexane, cumene, and sty- 
rene—large-volume chemicals sold to 
major customers for further processing 
into plastics, paints, anti-freeze, syn- 
thetic fibers and building materials. 
In a delayed reaction to the 1975 reces- 
sion, many of these customers can- 
celed or deferred their derivative plants 
upon which the present capacity in the 
bulk petrochemical industry was plan- 
ned and built. 


The impact can be seen in ethylene, 
where 3.5 billion pounds in annual 
capacity was brought on stream during 
1977, including 1.2 billion pounds by 
Gulf, while ethylene demand rose by 
only 1.4 billion pounds. The industry 
operated at an average 79 percent of 
capacity and new suppliers bought 
market share by holding prices below 
those needed to recover increased pro- 
duction costs. 

Overall, Gulf’s U.S. petrochemical 
plants operated at 65 percent of capac- 
ity. 

Start-up costs associated with the 
new olefins plant at Cedar Bayou, 
Texas, which began production in 
March, and a fire in August at the Port 
Arthur, Texas, aromatics unit, also con- 
tributed to the decline in 1977 earnings. 

As the nation’s largest producer of 
cumene, which is used in the manufac- 
ture of phenol and acetone, Gulf has 
become alarmed over a threefold in- 


crease in Cumene imports in recent 
years. Imports currently account for 
one-third of the U.S. market. In Decem- 
ber, the Company filed anti-dumping 
charges against cumene producers in 
the Netherlands and Italy who have 
been pricing their product in the U.S. 
market at unfairly low prices. 


Gulf Seeks Growth in Plastics 


Gulf’s plastics business did not en- 
counter the same degree of overca- 
pacity in 1977 and the Company experi- 
enced a lower, but relatively healthy, 
business in polyolefins. Gulf’s largest 
volume plastics are low- and high-den- 
sity polyethylene, which are used in 
packaging, pipe and housewares. 

Particularly rewarding during 1977 
was the Company’s initial sale of poly- 
propylene flake to the automotive mar- 
ket. Gulf was selected to supply all of 
the plastic resins—about 3.5 million 
pounds—to be used by one major auto 
division in molding fender liners, fan 
shrouds and leaf screens for its 1978 
models. 

In order to move further downstream 
toward the consumer, Gulf’s future cap- 
ital spending will be heavily weighted 
toward an expansion of its plastics 
business. Completion of a 240-million- 


Toxic Substances Gain Attention 


Gulf has always sought to insure 
that its employees have a safe 
working environment and that its 
customers are not endangered by 
its products. As a result, the Com- 
pany is in a good position to com- 
ply with the Toxic Substances Con- 
trol Act (TOSCA), which became 
effective January 1, 1977. 
Safeguards covering benzene, 
an important product manufac- 
tured and consumed by Gulf, offer 
an example of the Company’s ef- 
forts. For years, Gulf has had a 
program to protect employees 
working with benzene. The air in 
benzene production areas is moni- 
tored regularly and those employ- 
ees exposed to the chemical are 
given frequent physical examina- 
tions. 
As the Company has increased 
its chemical product line, and as 
new regulations involving the 
manufacture and use of toxic sub- 
stances have been implemented by 
the Occupational Safety and Health 
Administration and the Environ- 
mental Protection Agency, the level 
of the Company’s occupational 
medical activity has been corre- 
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pound-per-year, high-density polyethy- 
lene expansion at Orange, Texas, is 
scheduled for mid-year as is a 400-mil- 
lion-pound-per-year polypropylene fa- 
cility at Cedar Bayou. 

Early in 1978, Gulf acquired from 
Union Carbide Corporation a 250-mil- 
lion-pound-per-year polystyrene plant 
at Marietta, Ohio, marking Gulf’s entry 


spondingly elevated. For instance, 
Gulf has increased both the num- 
ber and frequency of its employee 
examinations and air samplings, 
and automated its industrial hy- 
giene laboratory to operate on a 
24-hour basis. 

However, additional work will be 
necessary to comply with TOSCA 
requirements that all manufactured 
chemicals be registered and many 
tested for their environmental and 
health effects. To put this into per- 
spective, it is estimated that thou- 
sands of new chemicals or varia- 
tions of existing chemicals are 
generated each year in the U.S. 
Gulf is presently recording hun- 
dreds of existing chemicals to 
meet TOSCA’s May 1, 1978, dead- 
line. 

To insure that this increased ac- 
tivity can be handled in a quality 
and timely fashion, Gulf is plan- 
ning a new toxicological labora- 
tory in conjunction with Carnegie- 
Mellon Institute of Research in 
Pittsburgh. Of course, the costs of 
these accelerated health and safe- 
ty programs must eventually be 
passed through to the ultimate 
consumer. 
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into that plastic while providing an as- 
sured market for a portion of its styrene 
output. 

During 1977, Gulf acquired 2,000 
acres in Victoria, Texas, as a site for 
future expansion. The property is one 
of the few remaining Gulf Coast loca- 
tions that meets the strategic and en- 
vironmental requirements for a major 
new chemical plant. 


Kewanee Brings Diversification 


The acquisition of Kewanee Industries, 
Inc. represented a further downstream 
diversification by the Company and 
opens a new range of chemical op- 
portunities which should lessen the 
cyclical swings that continue to plague 
all bulk petrochemical producers. 
Kewanee’s two chemical operations, 
The Harshaw Chemical Company and 
the Millmaster Onyx group, should add 
approximately $400 million to 1978 
revenue. Together, these two com- 
panies employ 5,000 people at 33 loca- 
tions in the U.S. and eight in Europe 
and Latin America. 

Harshaw produces a variety of in- 
organic chemicals, including catalysts, 
pigments and industrial chemicals. In 
1977 construction began on a speci- 
alty fluoride production center in Cleve- 
land. Noteworthy was the continued 
growth in demand for the unique line of 
crystals and electronic specialties in 
which it holds a leadership position. 

Millmaster Onyx produces specialty 
surfactants for cosmetics, as well as 
household and textile chemical spe- 
cialties, printing inks and architectural 
products. Among its 1977 achievements 
were the completion of a continuous 
sulfation unit to provide new surfac- 
tants for the detergent industry, open- 
ing of a new plant for the manufacture 
of rigid urethane foam insulation, and 
initial work on a large unit for the sepa- 
ration of fatty acids. 

Production facilities opened in Octo- 
ber at the Oklahoma Nitrogen Com- 
pany’s 1,200-ton-a-day ammonia plant 
at Woodward, Oklahoma. Gulf acquired 
a 25-percent interest in the facility to 
become more self-sufficient in raw 
materials for its explosives operations. 
Field work also got under way in 1977 
on an expansion of the Jayhawk, Kan- 
sas, plant to upgrade nitric acid to 
ammonium nitrate. 

In an important new direction for 
Gulf, the design phase of a commer- 
cial-scale plant was initiated at Jay- 
hawk to convert cellulose, the struc- 
tural material of all plant life, into ethyl 
alcohol and other industrial chemicals. 


(Clockwise from left): the computerized 
contro! room at the new Cedar Bayou olefins 
plant; stenciling product drums; dry flow 
cars loaded with polyethylene; and the new 


ethylene unit in full operation at Cedar Bayou. 


This work grew out of research that 
began in 1971 to find an alternate 
chemical feedstock source. Developing 
chemicals from biomass would mean 
an annually renewable raw material, a 
less expensive feedstock and an en- 
vironmentally safe manufacturing tech- 
nique. 


INTERNATIONAL 


Gulf’s European petrochemical opera- 
tions at Europoort, the Netherlands, 
and Milford Haven, Wales, made a 
nominal profit in 1977 after enjoying an 
exceptionally good year in 1976. A 
number of special situations and one- 


time market opportunities in 1976 gave 
way last year to industry overcapacity 
and a weak economy which adversely 
affected performance. This depressed 
market condition is expected to con- 
tinue over the near term. 

Gulf’s participation in Asia is limited, 
but the outlook remains strong. In Jan- 
uary 1977, Gulf announced a joint ven- 
ture to manufacture and market low- 
density polyethylene in Southeast Asia 
through the Asia Polymer Corporation 
in Taiwan. A 50-percent increase in 
ethylene and propylene capacity in 
Korea came on production in February 
1978. 


CANADA 


Net income for Gulf Oil Canada Limited 
increased 12 percent to $185 million 
(Canadian) in 1977, representing the 
highest earnings level in the Company’s 
history. However, because of currency 
translation losses associated with the 
decline in the value of the Canadian 
dollar, Gulf’s 68.2-percent share of 
operating earnings fell by $29 million 
to $91 million. 

In common with the rest of the in- 
dustry, Gulf Canada’s production vol- 
umes of both natural gas and crude 
oil have been declining in recent years. 
The industry’s extensive exploration ef- 
forts in Western Canada, brought about 
by improved natural gas prices and 
profit margins, produced a gas surplus 
in 1977. As a result, some capacity was 
shut in, and Gulf Canada’s net gas 
production declined 6.5 percent to 302 
million cubic feet per day. Net crude 
oil production, which is affected by 
higher provincial royalties and de- 
creased exports to the United States, 
declined 6.8 percent to 66,200 barrels 
per day. 

Canadian government policy of 
scheduled increases in the wellhead 
price of crude oil and natural gas has 
resulted in healthy revenue gains for 
producing companies despite higher 
federal and provincial taxes. During 
1977, the price of crude oil in Canada 
increased to $10.75 per barrel from 
$9.05 a year earlier, and natural gas 
prices in Alberta averaged $1.44 per 
thousand cubic feet, compared with 
$1.09 in 1976. 

The higher cash flow which has re- 
sulted has enabled Gulf Canada to in- 
crease its capital and exploration ex- 
penditures fivefold since 1973. Spend- 
ing in 1977 reached $493 million, 53 
percent above the $323 million spent 
in 1976. Particularly significant is the 
fact that exploration expenditures of 
$152 million were double the level of a 
year earlier. 

Drilling activity increased 40 percent 


in 1977 with the Company participating 
in the completion of 173 wells, 125 of 
which were successful. The Company 
has one of the broadest-based acreage 
positions in Canada, with an interest 
in 113 million acres in the most promis- 
ing areas of the country. 


Western Canada Activity Increases 


More than two-thirds of the Company’s 
exploration spending in 1977 was in 
Western Canada, primarily directed to- 
ward developing gas prospects in the 
deep foothills such as the Robb-Hanlan 
area of Alberta where Gulf Canada now 
has an interest in four gas wells, with 
two delineation wells under way. In 
1977, Gulf Canada had an interest in 42 
wells drilled in Western Canada which 
resulted in 17 gas and oil discoveries. 

The recent industry oil discoveries in 
the West Pembina area of Alberta have 
rekindled oil prospects in the province. 
The Company was successful in ac- 
quiring several valuable properties in 
the area where exploration will be 
carried out during 1978. 

In the Mackenzie Delta, Gulf Canada 
has a 75-percent interest in two trillion 
cubic feet of probable gas reserves 
found at Parsons Lake and Ya-Ya, or 
about one-third of the estimated re- 
serves for the Delta. However, because 
of the rejection by the Canadian and 
U.S. governments of the Arctic Gas 
Pipeline route, Gulf Canada has halted 
further exploratory drilling in the Delta 
as well as plans for a $400-million gas 
processing plant. Future activities will 
be limited to lease maintenance until 
the economics of an alternate pipeline 
route paralleling the Alaskan Highway 
can be determined. 

Gulf Canada has a major acreage 
position in the highly promising Beau- 
fort Sea and participated in two of the 
three wells drilled there last summer. 
Both wells tested gas. Because of the 
short drilling season, neither well was 
completed and further drilling is plan- 


15 


“olathe 


ned at both locations in the summer of 
1978. Although a well from a drillship 
in the Arctic costs roughly $35 million, 
or 10 times as much as onshore wells 
in the Mackenzie Delta, favorable tax 
treatment by the Canadian government 
provides a necessary incentive. 

In the Arctic Islands, the Company 
had an interest in two wells which were 
drilled and abandoned during 1977 and 
in two others which were being drilled 
from ice islands at year-end. A planned 
well off the west coast of Greenland 
was deferred after other operators en- 
countered disappointing results. 


Syncrude Project Nears Completion 


Much of the Company’s capital pro- 
gram over the past four years has in- 
volved its 16.75-percent interest in the 
$2.1-billion Syncrude project in North- 
ern Alberta. The joint industry-govern- 
ment effort to mine and recover synthe- 
tic crude oil from the Athabasca tar 
sands will begin production in the sum- 
mer of 1978. Gulf Canada’s investment 
in the project already totals $280 mil- 
lion and another $70 million will be 
required before design capacity of 
125,000 barrels per day is reached. 

The Company is also active in the 
experimental in situ recovery of heavy 
oil deposits that are buried too deeply 
to permit mining recovery. Two such 
projects are under way in Northern Al- 
berta, involving steam stimulation and 
fireflooding techniques. In. addition, 
some prime acreage was acquired dur- 
ing 1977 in the Athabasca region. 


Downstream Profits Erode 


With five refineries and two asphalt 
plants strategically located across the 
country, Gulf Canada is the nation’s 
second largest refiner with a total ca- 
pacity of 379,000 barrels per day, or 
about 17 percent of the national total. 
The Company sells a full range of pe- 
troleum products in all provinces and 
the northern territories through a net- 
work of 3,760 retail outlets, which is a 
36-percent reduction from 5,860 serv- 
ice stations carrying the Orange Disc 
in 1970. 

The Point Tupper refinery in Nova 
Scotia, which operated at about 60- 
percent capacity during 1975 and 1976 
due to U.S. import regulations, ob- 
tained short-term processing agree- 
ments with other marketers and oper- 
ated at 82 percent of capacity in 1977. 
Overall, crude oil processed by Gulf 
Canada refineries during 1977 was 16 
million barrels more than in 1976. 


(Clockwise from above): the Clarkson re- 
finery in Ontario; a Gulf rig drills one of 42 
wildcats in Alberta’s foothills; venting steam 
used for in situ recovery of heavy oil; anda 
giant bucketwheel reclaimer is nearing final 
assembly at the Syncrude project in 
Northern Alberta. 
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Although refined product sales in- 
creased 11 percent over 1976 to 
286,400 barrels per day, severe price 
competition held returns below an ade- 
quate level considering the Company’s 
investments. Translation losses on the 
Canadian dollar further eroded down- 
stream earnings. 

A $210-million expansion of lubricat- 
ing oil facilities at the Clarkson refinery 
in Ontario reached 65 percent of com- 
pletion by year-end and is scheduled 
to begin operation in late-1978. 

A sulfur-asphalt paving process de- 
veloped by Gulf Canada is being tested 
on a Michigan highway. Prior tests in 


Gulf Has Big Stake in Quebec 


Gulf Canada’s involvement in Que- 
bec is considerable. The Company 
has 2,300 employees, or more than 
20 percent of its workforce, and 
$270 million in gross investment, 
or 13 percent of its total investment 
in property, plants and equipment, 
located in the province. 

The Parti Québécois, which 
forms the provincial government, 
is actively seeking some form of 
independence from the rest of 
Canada—‘‘Sovereignty-Associa- 
tion’”—and Quebec Premier René 
Lévesque has announced a refer- 
endum on the issue within two 
years. 

In August of 1977, the provincial 
legislature made French the official 
language of Quebec. In anticipa- 
tion of this, Gulf Canada has taken 
steps over the past several years 
to make it possible for French 
Canadians to work in their own 
language in its Quebec operations. 

The Company is hopeful that the 
legitimate aspirations of French 
Canadians can be achieved within 
the framework of the Canadian 
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Canada demonstrated that the replace- 
ment of up to 50 percent of the asphalt 
binder with elemental sulfur produces 
a longer lasting road surface with lower 
material and installation costs. 

At the urging of the federal and pro- 
vincial governments, Gulf deferred the 
planned shutdown of its technically 
outmoded acetylene black and calcium 
carbide operations in Shawinigan, Que- 
bec. Government grants and a new 
labor contract that improves produc- 
tivity will preserve 365 jobs in Quebec 
as the plant continues to operate on a 
year-to-year basis. 


confederation. Quebec receives 
many economic benefits as part of 
the Canadian confederation, in- 
cluding an equalization of crude 
oil prices which protects its con- 
sumers from the higher prices of 
imported oil upon which the pro- 
vince depends for more than half 
of its total petroleum needs. Gulf 
Canada feels that the separation 
of Quebec would be a tragedy for 
all Canadians. 


While some Quebec companies, 
fearing the worst, have announced 
plans to withdraw from the prov- 
ince, Gulf Canada has made it clear 
that it has no intention of walking 
away from its employees and as- 
sets in Quebec so long as the 
Company has a prospect of earn- 
ing a reasonable return on its in- 
vestments there. To date, a spirit 
of mutual cooperation has pre- 
vailed, as demonstrated by steps 
taken by the Quebec government 
to improve the economics of Gulf’s 
aging Shawinigan chemicals plant 
and permit it to continue opera- 
tions and provide needed employ- 
ment. 
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MINERALS 


The year 1977 was one of firsts for Gulf 
Mineral Resources Co. The Company 
produced its first United States ura- 
nium, began development work on its 
vast oil shale tract in Colorado and re- 
corded a profit. 

Operating earnings of $10 million in 
1977 compared with an operating loss 
of $34 million in 1976. In the U.S., The 
Pittsburg & Midway Coal Mining Co. 
(P&M) contributed $16 million to oper- 
ating profits compared with $15 million 
a year earlier. But extensive develop- 
ment of minerals, uranium and other 
alternate energy sources kept total 
U.S. operations in a loss position. Ura- 
nium operations in Canada earned $27 
million in 1977 compared with $6 mil- 
lion the year before. 

Capital and exploration expendi- 
tures totaled $120 million in 1977 com- 
pared with $91 million a year earlier, 
with 93 percent being spent on projects 
in the U.S. At year-end, Gulf had more 
than $400 million invested in its min- 
eral operations in North America, and 
the Company expects to spend twice 
that amount over the next five years to 
further increase its coal and uranium 
production and to develop other non- 
petroleum energy sources. 


UNITED STATES 

Coal production increased 7.6 percent 
to 8.5 million tons in 1977, including 
250,000 tons in the fourth quarter at- 
tributable to Kewanee’s 24-percent in- 
terest in a mine in Montana. 

The rest of Gulf’s production in- 
crease came from P&M’s McKinley 
mine near Gallop, New Mexico, where 
a major expansion is under way to lift 
production capacity to five million tons 
a year by 1979. The second of four 
55-cubic-yard draglines was put into 
service during 1977 to remove over- 
burden from the coal seams which lie 
up to 120 feet beneath the surface. 
The two remaining draglines are ex- 
pected to be placed in service in 1978. 

During the year, 57 percent of the 
Company-operated production came 
from surface mines west of the Missis- 
sippi River, where BTU values are rela- 
tively low. Kentucky coal, which is 
higher in heating value and sulfur 
content, accounted for the remaining 
production—26 percent coming from 


(Clockwise from left): the Solvent Refined 
Coal pilot plant in Ft. Lewis, Washington; 
initial shaft sinking on Gulf’s oil shale tract 
in Colorado; blowing mulch on reclaimed 
land at the McKinley mine; and at Mt. Taylor, 
New Mexico, the two shafts for Gulf’s 
uranium mine are being sunk toward their 
target depth of 3,300 feet. 


surface mines and 17 percent from 
underground mines. Virtually all of the 
Company’s coal is sold under long- 
term contracts to utilities. 

Gulf has owned and leased coal re- 
serves, not counting the Kewanee in- 
terests, approaching one billion tons 
which is sufficient to support a planned 
expansion into the 1980s. 


Federal Policies Slow Development 
Uncertain and often conflicting govern- 
ment policies on the mining and use 
of coal pose major problems in plan- 
ning new mine development. In re- 
sponse to the Clean Air Act, the Strip 
Mine Bill and the Federal Coal Leasing 
Act, all of which were passed by Con- 
gress in 1977, Gulf has deferred devel- 
opment of a major new surface mine in 
Wyoming while increasing its market- 
ing flexibility by acquiring new re- 
serves in the eastern states. 

In December, P&M reached a new 
40-month labor agreement with its em- 
ployees at the Edna mine, near Steam- 
boat Springs, Colorado, and at McKin- 
ley, keeping these mines in operation 
during the United Mine Workers’ strike 
which shut down Eastern production 
from December and into 1978. Never- 
theless, the strike cost P&M approxi- 
mately 600,000 tons of output in 1977. 


U.S. Uranium Production Begins 

In October, Gulf produced its first ura- 
nium in the U.S. from the Mariano mine 
near Grants, New Mexico. The event 
capped a decade of exploration and 
development efforts in the Southwest. 

The mine is small, but at a relatively 
shallow depth of 500 feet. The mine’s 
reserves of 3.5 million pounds will be 
produced over a four-year period, but 
delivered over eight years to a U.S. 
utility. Production in 1977 totaled 60,000 
pounds and the ore is being toll-milled 
by another company. 

Significant progress was made dur- 
ing the year at the Mt. Taylor mine, 
in New Mexico, where Gulf is develop- 
ing a uranium deposit estimated to 
contain more than 100 million pounds 
of ore. The service and production 
shafts reached the 2,700-foot level by 
year-end, more than twice their 1976 
depths. Special depressurization wells 
and grouting reduced earlier water 
problems and it is believed that pilot 
mining at a depth of 3,300 feet can 
begin in 1979. However, full production 
is not expected until the early 1980s, 
after a mill has been constructed. 

The Mt. Taylor project poses some of 
the most difficult engineering problems 
the mining industry has ever encount- 
ered. And for Gulf, it will be the most 


costly single project in the Company’s 
76-year history. 


Synthetic Fuel Technology Advanced 


In September, Gulf and its partner, 
Standard Oil Company (Indiana) re- 
ceived approval from the Department 
of the Interior on a development plan 
for their jointly owned 5,100-acre oil 
shale tract in Colorado. The companies 
approved a $93-million program which 
will test the feasibility of using an in 
situ process to extract the oil from the 
rock in underground retorts. The devel- 
opment work is also expected to satis- 
fy the remaining $84 million in lease 
bonus requirements and preserve the 
companies’ access to this substantial 
resource, on which $165 million already 
has been jointly invested. 

The initial phase of the in situ pro- 
gram is expected to be completed in 
1981, at which time the partners will 
decide whether further development is 
warranted. A number of technical prob- 
lems remain to be solved and even with 
favorable economic conditions, signifi- 
cant production is at least a decade 
away. 

Gulf has proposed to the Depart- 
ment of Energy its participation in the 
development of a $400-million-plus, 
6,000-ton-per-day demonstration plant 
for Gulf’s Solvent Refined Coal lique- 
faction process. The technology was 
proven during 1977 in a government- 
funded pilot plant at Ft. Lewis, Wash- 
ington, which produced a liquid boiler 
fuel that is environmentally acceptable, 
but more costly than imported distil- 
lates at current prices. 


CANADA 


Production from the Rabbit Lake urani- 
um mine and mill complex in Northern 
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Saskatchewan exceeded its annual de- 
sign rate of 4.5 million pounds during 
1977. Production totaled five million 
pounds, of which Gulf’s share was 2.6 
million pounds compared with 1.9 mil- 
lion pounds in 1976. Gulf’s 1977 sales 
were to Finnish and Swiss utilities, at 
prices approved by the Canadian 
government’s Atomic Energy Control 
Board, and to Uranerz Canada Limit- 
ed, Gulf’s partner in the mine. 

During 1977, Canada imposed an 
embargo on uranium exports to coun- 
tries which had not signed bilateral 
nuclear safeguard agreements with 


Reclamation Expenditures Soar 


It is Gulf’s Corporate policy, as 
well as its long-standing practice, 
to surface mine only those lands 
which can be restored to a level of 
productivity at least equal to that 
existing before mining. 

The Pittsburg & Midway Coal 
Mining Co. began its reclamation 
operations voluntarily in 1938 and 
is recognized as an industry leader 
in the development of reclamation 
technology. Reclaimed land at one 
of the Company’s western mines, 
for instance, will support a sub- 
stantially higher level of livestock 
production than was possible be- 
fore mining. 

This progress has been carried 
out under existing laws in the 
states in which the Company oper- 
ates. In 1977, however, a new—and 
in Gulf’s view unnecessary—bur- 
den of bureaucratic regulation and 
expense was added through pas- 
sage of the twice-vetoed Federal 
Surface Mining Bill. The law im- 
poses national standards for the 
issuance of mining permits, inspec- 
tions and compliance which dis- 
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Canada. This embargo, which did not 
affect Gulf’s 1977 shipments, was lifted 
for most European countries on an in- 
terim basis on December 30, 1977, 
and a similar interim agreement was 
reached with Japan in January 1978. 

Gulf continues an active exploration 
program in Canada, with uranium pros- 
pects in Saskatchewan being most en- 
couraging. 

Gulf Oil Canada entered an initial 
coal venture with Rimrock Mining Cor- 
poration in 1977 to explore 5,000 acres 
of metallurgical coal reserves in South- 
western Alberta. 


regard such important considera- 
tions as local topography, climate 
and land use requirements. By 
opening the door to legal interven- 
tion by third parties, the new regu- 
lations threaten to delay new min- 
ing operations and will require con- 
siderable judicial time for review 
and clarification. The cost of this 
burden, both in time and money, 
must ultimately be shouldered by 
the energy consumer. 

Gulf’s commitment to reclama- 
tion was backed by expenditures 
of $7.5 million in 1977—or nearly 
$1 per ton of coal mined—a 60-per- 
cent increase from the $4.7 million 
spent a year earlier. As a result of 
the new surface mining bill, 1978 
costs are expected to nearly dou- 
ble to more than $14 million. At 
One mine, for example, the law’s 
stringent topsoil requirements will 
require nearly a 40-percent in- 
crease in labor—and a resulting 
decline in productivity. The Com- 
pany also invested $2 million in cap- 
ital funds for reclamation equip- 
ment last year and will spend $11 
million for such hardware in 1978. 


OTHER ACTIVITIES 


Science & Technology 


Gulf’s research and development ac- 
tivities, primarily conducted by Gulf 
Science & Technology Company, re- 
quired expenditures of $70 million in 
1977, an increase of nine percent over 
the $64 million spent in 1976. 

Because of the pressing need for in- 
creased energy, emphasis was placed 
on the development of: exploration sys- 
tems to better identify potential hydro- 
carbon reserves; enhanced recovery 
techniques to coax additional crude oil 
from existing reserves; and process- 
es to produce fuels from alternate 
sources. Among the achievements dur- 
ing the past year were significant im- 
provements in a three-dimensional 
seismic image method which uses 
sound waves to detect subsurface ac- 
cumulations of oil and gas, and the de- 
velopment of analytical instruments to 
measure minute surface seepages of 
hydrocarbons at the parts-per-billion 
level. 

Enhanced recovery efforts were con- 
centrated on ways to improve efficiency 
and reduce costs. For fireflood proj- 
ects, where air is injected into a re- 
servoir to ignite and displace unre- 
covered oil, a gas turbine system is 
being developed to utilize energy from 
the flue gas which would otherwise be 
both wasteful and a potential pollutant. 
This would substantially improve the 
economics of such projects by reduc- 
ing air compressor fuel costs. Develop- 
ment of tertiary recovery methods of- 
fers high promise, since only about 
one-third of crude oil reserves can be 
recovered through conventional pro- 
duction efforts. 

In response to increasing influence 
by the United States government in 
energy research, Gulf is stepping up 
its involvement in government-funded 
projects. Four contracts were under- 
taken in 1977 to draw on Gulf’s exper- 
tise in areas of coal gasification and 
liquefaction, catalytic processes and 
petroleum refining. Gulf’s goals are 
twofold: to establish a technical posi- 
tion with the government which might 
be advantageous to the Company in 
the development of future energy busi- 
nesses, and in this way to participate 
in the direction of government energy 
policy. 

An example of this work is a $14- 
million cost-sharing contract with the 
Department of Energy (DOE) to develop 
an in situ coal gasification process to 
recover coal that cannot be mined by 
conventional methods. It is estimated 
that 100 billion tons of coal in the U.S. 
occur in seams which decline too 


steeply to be mined under present tech- 
nology. About 25 percent of this is suit- 
able to underground gasification re- 
covery methods. 

Gulf is also discussing with the DOE 
a proposal to build a small pilot refin- 
ery to process coal liquids to be pro- 
duced by various processes around the 
nation. 

In the environmental area, Gulf’s 
worldwide expenditures to comply with 
environmental standards increased to 
$248 million in 1977 from $195 million a 
year earlier. Nearly 77 percent of these 
expenditures were made within the 
U.S., where water pollution controls at 
refinery and chemical plant locations 
continued to receive priority. 


General Atomic 


Prior to 1977, General Atomic Com- 
pany, Gulf’s joint venture with a Royal 
Dutch/Shell Group company, canceled 
its contracts and currently has no com- 
mercial reactor orders. However, re- 
search on the development of High 
Temperature Gas-cooled Reactor 
(HTGR) technology continued during 
1977. Several utilities are discussing 
the possibility of forming a utility group 
to sponsor further HTGR development, 
and the DOE is considering support for 
this program. Work on a gas-cooled 
breeder reactor also proceeded during 
1977 under the auspices of a group 
of utilities known as the Helium Breed- 
er Associates. The DOE is also sup- 
porting this program as well as a con- 
trolled thermonuclear fusion program 
at General Atomic. 

A demonstration HTGR plant at Fort 
St. Vrain, Colorado, continued to en- 
counter mechanical and regulatory de- 
lays during 1977, which required the 
plant to be shut down at times. The re- 
actor produced power for the first time 
late in 1976 and in successive steps 
last year was granted permission to 
operate at 70 percent of power capacity 
while tests continue. 

In view of current national policy on 
nuclear fuel reprocessing, Gulf no 
longer expects to be able to obtain in 
the foreseeable future an operating 
license for the Allied-General Nuclear 
Services facility at Barnwell, South 
Carolina, in which General Atomic is a 
joint owner. Minimal DOE funding is 
being provided through September 30, 
1978, while the government studies 
possible uses for the facility. 

Gulf’s share of General Atomic’s 
losses amounted to $18 million in 1977, 
compared with $19 million a year 
earlier. A full discussion of financial 
and legal issues involving General 
Atomic is covered in Note 6 on page 32. 


Real Estate 


In recent years, Gulf has invested in 
several major real estate development 


projects. These projects include Res- 
ton, Virginia; Ocean Village at Fort 
Pierce, Florida; and Venture Out in 
America, a chain of recreational ve- 
hicle parks. Reston has been widely ac- 
claimed as one of the most successful 
new towns in the U.S. Nevertheless, 
these projects are not closely related to 
Gulf’s basic business and have not 
made a meaningful contribution to Cor- 
porate profits. Therefore, during 1977, 
Gulf’s management carefully reviewed 
its real estate development activity and 
concluded that Gulf should divest itself 
of these projects. 

In order to carry out an orderly di- 
vestment program, Gulf has retained 
two leading real estate firms. Gulf will 
continue to develop the projects until 
they are sold and does not expect that 
this divestment will have any material 
effect upon its earnings or financial 
position. 


Gulf People and Support Services 


Gulf has long recognized that its pres- 
ence in a country or a city carries a 
civic responsibility beyond that of just 
being a good employer or a provider 
of quality products. In keeping with 
this tradition, Gulf and Gulf people be- 
came involved in a number of com- 
munity projects during 1977 which 
enhanced the quality of life for all 
concerned. 

In Great Britain, Gulf sponsored a 
series of eight concerts by the Scottish 
National Orchestra and donated the 
proceeds toward the construction of a 
new Deaf Community Center in Aber- 
deen. 

The Company extended for another 
two years, until 1980, its funding of the 
National Geographic Specials on pub- 
lic television. Eight new programs are 
being underwritten by Gulf at a cost of 
$2.8 million, bringing the Company’s 
total grant over five years to $6.5 mil- 
lion, the largest single grant ever made 
for an American-produced public tele- 
vision series. 

In February, Gulf provided financial 
assistance to the government of Nigeria 
in hosting one of the largest cultural 
gatherings ever held in Africa—the Sec- 
ond World Black and African Festival of 
Arts and Culture. 

On a different scale, Gulf’s Purchas- 
ing Department aided in an 11-month 
study of ways to streamline the meth- 
ods of buying goods and services used 
by Allegheny County, Pennsylvania. 
All 30 of the study’s key cost-saving 
recommendations were accepted. 

Gulf, including Gulf Oil Foundation, 
contributed approximately $5 million 
for charitable and educational pur- 
poses during 1977 compared with $5.4 
million in 1976. Higher education was 
the recipient of $3 million either as 
direct support to colleges and universi- 


ties or indirectly through scholarships 
to students. 

United Funds in communities where 
Gulf employees live received a total of 
$650,000 in 1977. Another $1.4 million 
was distributed to hospitals, cultural 
organizations, conservation groups and 
to a number of community services. 

In 1976, Gulf changed its formula for 
matching employee gifts to include 
private secondary schools, hospitals 
and certain cultural activities as well 
as institutions of higher learning, and 
as a result employee contributions 
matched by the Company more than 
doubled in 1977 to nearly $700,000. 

The Company continued its efforts 
to increase its minority and female em- 
ployment levels in 1977, with minority 
employment increasing to 15.1 percent 
of its U.S. workforce and female em- 
ployment increasing to 18.7 percent. 
Both represented gains over 1976 and 
significant increases over 1972, when 
the Company’s equal employment pro- 
gram was initiated. 

During 1977, Gulf hired more than 
4,100 new people, with women ac- 
counting for 30.8 percent and minori- 
ties accounting for 22.4 percent. 
Women also received 23.6 percent of 
all promotions in the U.S. last year, 
while 18.1 percent of all promotions 
were to minorities. While there have 
been percentage increases in each job 
category since 1972, the greatest 
growth in minority and female employ- 
ment has been in the area of techni- 
cians. 

The acquisition of Kewanee Indus- 
tries added 5,700 people to Gulf’s work- 
force, bringing total year-end employ- 
ment to 59,400. 


Employees at Year-End 


Petroleum 1977 1976 
Exploration & 
Production .. 8,100 6,900 
Trading & 
Transportation 3,600 3,300 
Refining & 

Marketing ... 27,200 28,900 
Chemicals ...... 10,500 5,200 
Minerals ........ 2,300 2,000 
Technical & 

SUDDOltMeI Eee 7,700 7,000 
59,400 53,300 

United States .... 35,500 29,800 
Canadawaanmne a 11,100 11,100 
Other Foreign .... 12,800 12,400 
59,400 53,300 
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FINANCIAL REVIEVV 


Annual Earnings 

Earnings declined 7.8 percent during 1977 to $752 mil- 
lion, or $3.86 per share, compared with $816 million, 
or $4.19 per share, in 1976. The past year fell short of 
expectations as a number of significant operating 
achievements were not matched by earnings gains. In 
the United States, natural gas production increased for 
the first time since 1972 and the decline in crude oil 
production, which began in 1970, was essentially 
stopped. However, some of the problems encountered 
in 1977, notably the decline in chemical earnings, are 
expected to continue into 1978. 

For the first time the Company’s geographic earn- 
ings presentation segregates the Company’s upstream, 
or exploration and production, operations from its 
downstream business in refining and marketing. Also, 
in accordance with Financial Accounting Standards 
Board Statement No. 14, business segment operating 
earnings are presented on pages 28 and 29 in a manner 
that allows for a determination of net income for each 
of the significant geographic areas in which the Com- 
pany operates. 

In the U.S., natural gas production increased 8.9 
percent to 1.86 billion cubic feet per day and Gulf’s 
average realizations increased 24 percent to 56 cents 
per thousand cubic feet. Net crude oil production de- 
clined less than one percent to 336,300 barrels per day, 
while the Company’s average wellhead price rose by 
9.5 percent to $8.09 a barrel. However, exploration 
and production earnings of $514 million were essen- 
tially unchanged from a year earlier. Earnings did not 
reflect production or price levels for three primary 
reasons: a 33-percent increase in U.S. exploration 
expenses to $272 million, the government’s refusal to 
grant previously promised price increases on crude 
oil, and compliance with a natural gas delivery contract 
to Texas Eastern Transmission Corporation. Deliveries 
to Texas Eastern averaged 592 million cubic feet per 
day in 1977 compared with 362 million in 1976. All of 
such increase came from new fields in the Gulf of 
Mexico and was sold at the 1964 contract price of 21 
cents per thousand cubic feet although the permissible 
interstate base rate on new gas contracts was $1.47 
per thousand. 

U.S. refining and marketing operations posted an 18- 
percent gain to $208 million in 1977. Operating earn- 
ings benefited from a seven-percent increase in distil- 
late volumes and the decontrol of distillate prices offset 
to some extent by a two-percent decline in gasoline vol- 
umes. Crude oil imports increased 14 percent to 372,300 
barrels per day in 1977, and refined product imports 
increased 39 percent to 25,800 barrels per day. 

In Canada, exploration and production earnings de- 
clined five percent to $208 million primarily as a result 
of higher exploration expenses and lower volumes of 
both crude oil and natural gas production. Canadian 
downstream earnings fell to $43 million in 1977 from 
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$71 million in 1976 in spite of an 11-percent increase 
in refined product sales. This decrease was primarily 
due to the decline in the value of the Canadian dollar. 

Exploration and production efforts in Europe contin- 
ued to post losses reflecting the Company’s drilling 
program in the North Sea, where initial production be- 
gan in February 1978. Downstream operations in Europe 
earned $20 million (which included a $46-million profit 
from the reduction in LIFO inventory levels during 1977) 
compared with a $26-million loss in 1976. 

Other foreign petroleum operations, primarily re- 
flecting production in West Africa and the Middle East 
and international marine operations, declined to $182 
million in 1977, after taxes on income in foreign oil 
producing countries, compared with $210 million a 
year earlier. Petroleum production and long-term crude 
purchases outside North America averaged 1.2 million 
barrels per day in 1977—a decline of 8.5 percent from 
a year earlier due to lower demand for Middle East 
crude and the Company’s withdrawal from Ecuador at 
the end of 1976. 

Worldwide chemical operating profits fell to $75 mil- 
lion in 1977 from $182 million in 1976 reflecting global 
overcapacity in the petrochemical industry. In the U.S., 
the Company incurred start-up costs at a major new 
olefins plant and earnings fell 60 percent, while weak- 
ened economics in Europe reduced earnings to $4 mil- 
lion from $35 million in 1976. 

The Company’s minerals operations reported world- 
wide operating profits of $10 million compared with a 
$34-million loss the previous year. Improved earnings 
attributable to U.S. coal operations, where output in- 
creased 7.6 percent to 8.5 million tons, were offset by 
costs associated with the development of the Com- 
pany’s U.S. uranium mines, where initial production of 
60,000 pounds was reached in the fourth quarter. U.S. 
losses were reduced by the absence in 1977 of $21 
million in lease bonus payments made on a Colorado 
oil shale tract in 1976. Uranium operations in Canada, 
where production increased 35 percent to 2.6 million 
pounds, posted earnings of $27 million compared with 
$6 million a year earlier. 

Overall foreign currency adjustments amounted to a 
loss of $20 million in 1977 compared with a gain of $16 
million in 1976. See Note 20 on page 41. 

Total foreign income taxes increased by $58 million 
in 1977 primarily reflecting increased taxes in Angola 
due to a higher level of operations in 1977, offset to an 
extent by the absence of taxes in Ecuador. The reduc- 
tion in U.S. taxes of $15 million reflects lower income 
subject to U.S. taxes and the benefit derived from the 
Company’s filing of tax returns on a separate basis for 
its U.S. subsidiaries, offset to an extent by lower invest- 
ment tax credits in 1977 and higher U.S. taxes on prior- 
year foreign source income. 


Quarterly Earnings 

Fourth-quarter 1977 earnings were penalized by a 
higher provision for U.S. income taxes and fell 19.7 per- 
cent to $175 million, or 90 cents per share, from $218 


million, or $1.12 per share. Kewanee Industries, Inc., 
which was acquired in September, contributed $9 mil- 
lion to earnings in the fourth quarter. 


U.S. exploration and production earnings increased 
modestly to $133 million from $127 million a year 
earlier. Increased natural gas production of six percent 
and a three-percent gain in crude oil production were 
the principal factors. Refining and marketing earnings 
improved 32 percent to $50 million as higher refined 
product prices and reduced pension costs more than 
offset a five-percent decline in refined products sold. 

Canadian exploration and production earnings in- 
creased 13 percent to $71 million in the fourth quarter 
as higher selling prices this year more than over- 
came lower production of crude oil and natural gas. 
Exploration costs in the Mackenzie Delta were also 
lower in the 1977 quarter. Downstream operations had 
earnings of $3 million in 1977 compared with earnings 
of $10 million a year earlier as higher operating ex- 
penses more than offset slightly higher sales volumes. 

Downstream operations in Europe earned $37 million 
in the fourth quarter (which included a $28-million profit 
from the reduction in LIFO inventory levels) compared 
with $12 million a year earlier. 


Other foreign petroleum earnings, after taxes on in- 
come in foreign oil producing countries, slipped to $61 
million compared with $67 million the previous year. 
Fourth-quarter volumes declined 19 percent from a year 
earlier reflecting the heavy buying by third-party cus- 
tomers in late 1976 in anticipation of a price increase 
by the Organization of Petroleum Exporting Countries. 


Worldwide chemical operations declined to $18 mil- 
lion in the fourth quarter of 1977 from $33 million a year 
earlier. The largest decline occurred in Europe where 
losses of $2 million in the 1977 quarter compared with 
operating earnings of $6 million in the 1976 period 
reflecting routine shutdowns of several units coupled 
with inventory control activities in a depressed market. 


Total income tax expense was $379 and $404 million 
for the 1977 and 1976 fourth quarters, which equates to 
effective tax rates of 68 and 65 percent, respectively. 
The increase in the effective tax rate is primarily caused 
by higher U.S. taxes in the quarter and a decline in 
fourth-quarter pretax income. The increase in fourth 
quarter U.S. taxes of $31 million results from lower in- 
vestment tax credits and an increased provision for 
U.S. taxes on prior-year foreign source income. 


A summary of the Company’s financial results by 
quarters is set forth in Note 26 on page 43. 


Debt 

Long-term debt of $1.31 billion at year-end reflected an 
increase of $139 million from December 31, 1976. This 
was the first year debt has increased since 1971 and is 
a result of increased borrowings by the Company’s 
Canadian subsidiary, whose long-term debt increased 
$140 million, and by the inclusion of $81 million of long- 
term debt incurred by Kewanee Industries, Inc. prior to 


its acquisition by the Company. 

During 1977, the Company utilized short-term finan- 
cing arrangements and, at December 31, 1977, out- 
standing short-term notes and commercial paper 
totaled $151 million which represented 9.6 percent of 
total debt. Also, the Company increased its level of 
sales of customer accounts receivable to its affiliated 
domestic financing subsidiary (see Note 11 on page 
36). Although total debt increased during 1977, the 
Company’s debt to capitalization ratio increased by 
only one percentage point to 15 percent at December 
31, 1977. Obligations payable in foreign currencies 
represented 19 and 22 percent of long-term debt at the 
end of 1977 and 1976, respectively. 


Working Capital 
In 1977, cash and marketable securities decreased 
by $825 million to $1.16 billion. This balance repre- 
sented 89 percent of long-term debt at year-end. The 
reduction in cash and marketable securities represent- 
ed the first decline in these items since 1970 and the 
first time that cash and marketable securities were less 
than long-term debt since 1973. The reduction was 
caused primarily by the record amount of capital and 
exploration expenditures made by the Company in 1977. 
The decrease in cash and marketable securities was 
accompanied by a decrease of $208 million in noncash 
working capital resulting in a total decrease in working 
capital of $1.03 billion, the first time that working capital 
has decreased since 1969. 


The decrease in noncash working capital was primar- 
ily due to decreases in accounts receivable caused by 
the sale of receivables to the Company’s affiliated do- 
mestic financing subsidiary and an increase in accounts 
and other short-term payables. This was offset to an 
extent by increases in inventories resulting from the 
Kewanee acquisition and an increase in both quantities 
and FIFO cost of Canadian petroleum inventories. 

Working capital of $955 million and $1.99 billion at 
December 31, 1977 and 1976, respectively, represented 
approximately 10 and 20 percent of employed capital 
at the end of those years. 


New Oil and Gas Accounting Standards 


The Financial Accounting Standards Board has issued 
a Statement which, beginning in 1979, will standardize 
accounting practices for the oil and gas exploration 
and production activities of the petroleum industry. The 
Statement basically adopts successful efforts account- 
ing practices similar to those currently followed by the 
Company as outlined in Note 1 on page 30. However, as 
a result of the Statement, the Company will be required 
to make some changes to its existing accounting prac- 
tices. The principal changes will result in capitaliza- 
tion of development dry hole expenses and changes in 
the methods of amortizing capitalized costs. 

A preliminary evaluation of these changes indicates 
that their application would not result in any material 
effect on retained earnings at January 1, 1976, nor on 
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net income for the years ended December 31, 1977 and 
1976. The Company does not believe that the adoption 
of the new standards will result in any change in its 
current dividend practices or in its ability to comply 
with its debt covenants. 


Expenditures 


During 1977, the Company spent a record $3.01 billion 
on worldwide capital and exploration projects, repre- 
senting an increase of 73 percent from 1976. Total 
expenditures by the Company for the expansion, im- 
provement and replacement of properties, business 
investments and exploration and dry hole expenses 
were distributed as follows: 

% of Earnings 


Before 
Millions Exploration 
of Dollars Expense 


1977 1976 1977 1976 
Petroleum 
Exploration and development 


United States—Oil and gas. $1,239 $ 744 100% 63% 


Canada—Oil and gas...... 214 118 17 10 
Canada—tTar sands ...... 97 99 8 8 
Europe—North Sea ...... 101 78 8 7 
OtherForeigniiy-s caer 78 65 6 6 
Ota lesan Sener 1,729 1,104 139 94 
Natural gas liquids ......... 63 38 5 é) 
Refining and marketing ..... 313 227 25 19 
International marine ........ 77 90 6 7 
Total Petroleum ........ 2,182 1,459 175 123 
Chemicalsi sev. ae ee eee 174 150 14 13 
Minerals: \e.rcnn tac castest. 120 91 10 8 
Corporatess ss ere eee 68 26 5 2 

Business investments 
Kewanee Industries, Inc. ..... 455 — 37 a 
Other eee omeccts 14 16 1 1 

$3,013 $1,742 242% 147% 


Financial Ratios 


Short-term ratios: 
Cash and marketable securities to current liabilities 
Acid-test (a) 
Current assets to current liabilities 


Capital and long-term ratios: 
Long-term debt to total capitalization (b) 
Net properties to long-term debt 
Interest coverage (c) 


Return on investment ratios: 
Income as a percent of average employed capital (d) 
Net income as a percent of average shareholders’ equity 
Performance ratios: 


Net income as a percent of sales (e) 
Sales to total assets (e) 
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Capital Stock 


The Capital Stock of Gulf is listed on the New York, 
Midwest and Toronto stock exchanges and, for the first 
time in 1977, on the Swiss stock exchanges. The New 
York Stock Exchange is the principal market in which 
the Company’s Capital Stock is traded. The following 
table sets forth the high and low sales prices of the 
Company’s Capital Stock during the periods indicated, 
as reported by The Wall Street Journal. 


Market Prices Per Share 
1977 1976 1975 1974 1973 


Highs hwae on aearrect $30% $2944 $23%2  $25%  $28% 
LOW ei oes arson 25% 20% 17% 16 20 
CloS@ins. seus. 26% 28% 20% 17% 23% 
Shares traded 
(Thousands) ...... 24,249 34,778 23,190 16,375 28,981 
Quarterly Stock Price Ranges and Dividends 
1977 1976 
High Low Div. High Low Div. 
Quarters te erie wes 
First®aceseonies $30% $27%2 $.45 $25% $20% $.425 
second)... 29% 26% # «45 28% 23% .425 
ibhird/parcee 30% 26% 3» «.475 2834 25% ~~ .425 
Fourthwac se 28% 25% £«.475 29% 24% .45 


Based on cash dividends of $1.85 per share paid in 
1977, Gulf shareholders received a return of 6.5 per- 
cent on the average stock price of $28.38 during the 
year. The increase in the quarterly dividend rate to 
47% cents per share in the third quarter of 1977 brings 
the Company’s current annual payout to $1.90 a share. 

An automatic dividend reinvestment service is avail- 
able to Gulf shareholders and at year-end, 31,157 
shareholders, or nine percent of the individual ac- 
counts, were participating. To take advantage of this 
program, write to Gulf Oil Corporation, Shareholder 
Records, P.O. Box 1166, Pittsburgh, Pa. 15230. 


Year Ended December 31 


1977 1976 1975 1974 1973 

28 47 .49 43 44 

fom oas .89 Unalyé 1.12 1.14 1.32 
adres 1.23 1.47 1.46 1.42 1.63 
epeueneta 17 mili 14 sili .07 
15 14 ailitG 19 .23 

FOGG 6.37 5.68 4.82 4.10 3.40 
7.84 8.49 7.25 9.80 6.93 

8.91 10.42 9.55 14.55 11.66 

Pieceer 10.53 12.18 11.16 18.65 15.24 
sro 4.22 4.96 4.91 6.47 9.50 
1.25 1.22 1.15 1.32 84 


Amounts used above which are not defined elsewhere in this report are represented by the following: 
(a) Acid-test; cash, marketable securities and receivables to current liabilities 


(b) Capitalization; total of long-term debt and shareholders’ equity 


) Interest coverage; ratio of net income and interest expense to interest expense 
(d) Income; net income and minority interest and interest expense net of tax 
) Sales; sales and other operating revenues less consumer excise taxes 


Consolidated Statement of Income and Retained Earnings 


REVENUES 


Sales and other operating revenues 
Interest income .... 
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DEDUCTIONS 
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Operating expenses 
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Depreciation, depletion, amortization and retirements (Note 8) ...................... 
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TAXES ON INCOME (Note 9) 


United States ...... 
EORCLG hinew reese cen 


PER—SHARE DATA 


Net income ....... 
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*Reclassified. See Note 26. 


The notes on pages 28 to 43 are an integral part of the financial statements. 


Millions of Dollars 
Year Ended December 31 


1977 


$19,595 
149 

38 

47 
19,829 


10,936 
1,534 
1,415 
2,192 

684 


1976 


$18,117 
189 

40 

53 


10,015 
1,400 
1,299 
2,097 

631 
364 
214 
109 

62 


2,208 


* 


18,399 


* 


oa 
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Consolidated Statement of Financial Position 


ASSETS 

Current assets 
Gash and marketable securities: (Note"2) 75 sacs meee tien eee ese ee nett eer 
Receivables (less allowance of $44 and $48 million) (Note 3) ..................... 
Inventories (Note 4) oo... be cccceie eo scale or eceee ee Ge) ook ees ttn ate) msi ee etteh ca ae anna eC 
Prepaid Expenses a occ cee C2 Ge aie ole oo we ete aye aloe eltelles ey oie el ytee ie it alae nat ee ee 
Total: current Assets: «.nc.55 45.) a cue alg ere ee ete al cued reece item terre nie eae aN teenies a aera 
Properties (less accumulated depreciation of $6,347 and $5,843 million) (Note 8) ...... 
Investments in affiliated and associated companies (Note 11) ..................+.25- 


Long-term receivables and other investments (less allowance of $57 and 
$60. million). (NOt@ 12). o 5.5 essa lah «cic piel ule elceiat oh aaa a Fayeae eg oar ecu aie pete tee eee ear aera 


Deferred Charges) visitas os an aid fo pe eeeteeteee) clied or ire peel tee een wa re elt ee ere ge 
TOTAL ASSETS | sicics cis cc 'scenein a20:5.6 ayo areusuere miss eletalenetahener ciscomere cree nesen tits tiene ae aire 


LIABILITIES 
Current liabilities 
Accounts payable o3oe fice d.ac cess alete o's ocigrh ole muasentnten ottertalte sy eaten teen ase met na 
Notes payable and current long-term debt (Notes 13 and 14) ...............0000e- 
Consumer sales and excise taxes payable... 00.0)... 0. wise enlace teeter eseen 
Accrued United States’and foreign income taxes 225... erscieisne eerste ene ake 
Accrued rents’and ‘royalties 2... i. .1n% ois Sacra pois 0 aes stonge rey a Petite Rane eee 
Liability to: nuclear partnership (Note..6) 2.2.0. rcuwaee ne oe ene nent nein eens 
Other current: Mabilities 2.0.2.5 5 5 gue scale eons s cc sce ence, 070 Pe cee ne an reo eaeeecte st 


Long-term debt (Note 14) oss co.cc cas s:. scstele aysuevs bicwie sais oie eum lore ites oie be rene ee nites rit emanate ema 
Deferred production payment proceeds (Note 10) .. .......0...600sceuuees sa neuen: 
Deferred income taxes (Note: 9). c.2 ic eaiiicieual sd alaree ae aie or ene erence enete een 
Other long-term: Habilities i. ceca s cnigieie wees «/bc ues ie ale nee oath Seen aah mie ee 
Minority interests (Note 23). 50495 64s a.5 bcc ecw awit wnt lover ahem maser URED Gn IEen eeu 

TOTAL: LIABILITIES oo 555 Wale sis we ieteavotal cn a alee ak EE eee eine nea 


SHAREHOLDERS’ EQUITY 
Capital stock—authorized 300,000,000 shares, without par value; 
issued 211,910,826 shares stated at 
Paid-in Capitals... sicisasnias dns di tuode oe olemies ole chase ete NEN nee ie ea 
Retained earnings 


#: 4: 4) 6. OL Lie) (O08) le) Ola) oe) elo e se: ale) eres) (mca) vo| Sills) 6) 616). 8) /9\\ eke) Neiions Karras! e\ ie, 


Be (iio, (61 10: w [@)/6\16 ei fe) 0) (6, 1a ie! 0) , .e) a 46, 0),01 9) 0/16) 1016 6's; (6! 4) 10/19) a) elle (a le. 0) pi (9lv Kete ce) ev leltel sina were) ata al inlet yin 


Less 16,942,335 and 17,046,686 shares in treasury, at cost (Note 21) 
TOTAL SHAREHOLDERS’ EQUITY 


2) 6) (eo! © ise (#\e-\e" ewe) le) jel ey te 
O18 Oe 0) e 0 0 16 6 oie 0 je 6 © J (ele) © @ 0) \e) @ 10) 6) 6 1018) 6) @: 16 wl (6) 10 (0 Le) (6) [elo 


Ce 


The notes on pages 28 to 43 are an integral part of the financial statements. 
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Millions of Dollars 
December 31 


1977 


pon $8 


883 
698 
6,192 
7,773 
436 
7,337 
$14,225 


1976 


$ 1,989 
2,907 
1,242 

41 
6,179 
6,632 

308 


288 
42 
$13,449 


Consolidated Statement of Changes in Financial Position 


FUNDS PROVIDED BY: 

MER! FOBT 5 0 oi asctn LENA GUNN ag SONS BA I OR ne eae Se Ane RC 

Income charges (credits) not affecting funds: 
Depreciation, depletion, amortization and retirements ................0ceeeeeeee 
incomersapplicable, co ominority interests: oes... ses oe. coals cv ewe es ae ew eo 
Undistributed earnings of affiliates and associates .. .. 0.50... v cde ses cnevss cess 
Poe onc O IM OMLAXOS actrees, ic gre Thpuctad veiw, Scdis tak aadln's homers shin biw A eradbosuth i ebate wi. apes 
COMING” GLGYSHIS «225 oat aig ar Aci MR Aa a 
BUG amnLOMEODOLAUON SB Maas dard, sear atis.o « Gtueneathe Micon LOM weseing cha oie uk we mioemomle 
New financing including production payment proceeds ................0.c cece eee 
Working capital acquired—Kewanee Industries, Inc. (Note 24) ........ 0.0... 000 c eee 
PaCome du mLOLIeSc OSEOIMDTOPOTUES aun air csc ss ccoke a sion as 5 eee Ve wie be RR 
Reduction of investments and long-term receivables ........... 0.0.0 c cece cece eee 


FUNDS USED FOR: 
ErOpcilccsta OUSINeSSINVEStMON(S | fo. 402 sco os ka we eww ible ews ewe eae ee ae ems 
Acauisition of Kewanee Industries, Inc. (Note 24)-....05 c6.0..6 6c neu sew eevee wees eens 
el es Fel Gs A eer Aas ae SiN So ca. a's. out ees week Bud a! 6 Kea, G Hea BUS we nla tease ere 
Reduction of long-term debt and production payments ...............cc cece eee eee 
Increases in investments and long-term receivables ............ 00. cee ee eee eee eae 
invesinemionimanGadvances tO AMmilateS c. na. sr om siete ate bu oe ud Dewi wie ol 4s, wreapamele e05 
CUTTS AGE © 5 5 2.2 key cia ae ue San Rae Cie aa ee 


INGRE eS eMOE CREASE) IN: WORKING CAPITAL ooo cc ccc isc le 0 Seales ow bie rs'e sans 
LESS INCREASE (DECREASE) IN NONCASH WORKING CAPITAL (Note 5) ............ 
INCREASE (DECREASE) IN CASH AND MARKETABLE SECURITIES ................45. 
CASH AND MARKETABLE SECURITIES AT END OF YEAR (Note 2).................. 


The notes on pages 28 to 43 are an integral part of the financial statements. 


Millions of Dollars 
Year Ended December 31 


1977 1976 
$ 752 $ 816 
684 631 
49 62 
(17) (32) 
136 114 
(19) (29) 
1,585 1,562 
233 156 
125 _ 
79 342 

65 183 
2,087 2,243 
2,068 1,378 
455 
360 336 
171 211 
40 45 

39 — 
(13) 20 
3,120 1,990 
(1,033) 253 
(208) 101 
$ (825) $ 152 
$1,164 $1,989 
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Geographic and Related Business Segment Financial Data 


UNITED STATES 
Petroleum—Exploration & production ............ 
—Refining & marketing ................ 
Chemicals... 62 46.5..10s anccciote ie ohn keteeene tener ence 


Non-operating items—Other equity companies ..... 
—Corporate and financial items 

—Taxes onincome........... 

United States net income ............ 


CANADA 
Petroleum—Exploration & production ............ 
—Refining & marketing ................ 
Chemicals 6. i082 520: sas ee eek ee i abe tee coe 
Minerals sai). bite so 5 a ccm allowan es eluaray oe neta ae ean eres terete tte 


Non-operating items—Equity companies .......... 
—Minority interest ........... 

—Corporate and financial items 

—Taxes onincome........... 

Canada net income ................. 


EUROPE 
Petroleum—Exploration & production ............ 
—Refining & marketing ......:......... 
GNGMICAIS S25 a) ao otes caeee ie donate ee 


Non-operating items—Equity companies .......... 
—Corporate and financial items 

—Taxes onincome........... 

Europe net income?.., 2. areca 


OTHER FOREIGN 
Petroleum—Total (includes international marine) .. 
Taxes on income 


ee 


Ghemicals’ in cscs nea Oi sane ne ee 
Non-operating items—Equity companies .......... 
—Corporate and financial items 

Other Foreign net income 


Eliminate intergeographic and intersegment revenues 
Total operating revenues 
Total net income 
Corporate assets 


UW) 58) 1619) elo: h sie) 10) 1609 /Rb 


Si Giccwt: fet, esiei/)e) (os 'e 160-8 (6 :-eiwiie ie ieiiel aria 


Cesar DONOR CgCo Ou CNC Carita) eCMCet ete Ch a vote es 


Bio) 16 ‘Ui lloy \w) 'ay (Gye) (6)e: (elle 6 6 By Sie) settee: 6) uk 
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Operating 
Revenues 
1977 1976 
$2,229 $ 1,931 
7,486 6,860 
869 692 
109 92 
10,693 9,575 
490 453 
2,237 2,023 
141 139 
48 23 
2,916 2,638 
3 1 
2,238 2,099 
183 271 
2,424 Zor 
9,825 9,453 
95 66 
9,920 9,519 
(6,358) (5,986) 
$19,595 $18,117 


Millions of Dollars 


Segment 
Operating 
Profit (Loss) 
1977 1976 
$ 514 $ 516 
208 176 
49 122 
(17) (40) 
(16) (17) 
738 757 
2 7 
(69) (44) 
(211) (226) 
460 494 
208 219 
43 71 
16 19 
27 6 
294 315 
3 1 
(44) (58) 
(43) (24) 
(103) (123) 
107 111 
(30) (30) 
20 (26) 
et aes 
(6) (21) 
26 27 
(13) (9) 
ei) (1) 
5 (4) 
1,301 1,252 
(1,119) (1,042) 
182 210 
6 6 
188 216 
23 22 
(31) (23) 
180 215 
$ 752 $ 816 


Identifiable 
Assets 
_December 31_ 
19771976 

$ 3,727 $ 2,689 
1,725 2,007 
1,024 734 
373 288 
9 = 
6,858 5,718 
97 39 
695 524 
1,420 1,231 
95 95 
51 35 
2,261 1,885 
16 11 
168 97 
827 802 
144 124 
1,139 1,023 
131 113 
2,179 2,470 
87 47 
2,266 2,517 
205 145 
1,252 1,998 
$14,225 $13,449 


External and internal operating revenues distributed geographically and by business segment follow: 


Millions of Dollars 


External Revenues 


Internal Revenues* 


(includes consumer 


excise taxes) 


1977 
United States ar 
Petroleum 
Exploratlonees DrOGuUCTIONEssserie a itere sei cls $ 953 
Reiiningreamanketingia. .)tncac des ae cas cee os 6,946 
CihlemiCal Serer rr eters oe rele cic a ove elses vine 820 
MineralSimereertacetet eto idvcn tas ac ser once a 109 
Canada 
Petroleum 
Explorationscsproductioniourns sess cmrec cia 212 
Roetining Gamarketingmmarsnsciccs ccs asco: 2,160 
Ghemlcalsirsrretae cietiatc.s cr ser secs carerareeaysrs areas 126 
Minetralsmierrretrd rac nisreisirs cs serosa cheevere oer 48 
Europe 
Petroleum 
Exploration & production 2.4... s00e2.+ 60.000 3 
RSE MINGrGnmankOtlnGtertsverce ths:cichesence’svose.e'6 7 e).c 2,084 
CnemiCals sear oene hercwsces ami a cake aiecaen to Sie crain carte 170 
Other Foreign 
RCtrOlGUMmemememnnencee eet Gt vey an stersscthes enoca « aie qveehe + 5,872 
GhemiGalSpecesmerrts tcker cits nctetatec ce oe «6 3) dere oh 92 
$19,595 


Intergeographic Intersegment 

1976 1977 1976 1977 1976 
$ 703 $ 1 $ — $ 1,275 $ 1,228 
6,394 21 36 520 444 
667 23 14 26 12 
92 — — — — 
190 — _— 278 263 
1,957 — — 77 66 
We oe — 15 12 
23 — = — — 
1 — os — iss 
1,864 16 21 146 234 
192 1 — 12 79 
5,842 3,951 3,611 572 568 
65 3 1 1 =e 
$18,117 $ 4,016 $ 3,683 $ 2,922 $ 2,906 


“Internal revenues include $580 and $603 million in 1977 and 1976, respectively, which are both intergeographic and intersegment and are 
eliminated in arriving at the total intergeographic and intersegment revenues. 


The Company is primarily an integrated petroleum 
company with secondary operations in the chemicals, 
minerals and nuclear industries. Petroleum revenues 
related to exploration and production are derived from 
crude oil, natural gas and natural gas liquids. Petro- 
leum sales by the Company’s refining and marketing 
operations are principally gasolines, distillates and 
residual fuel oils. Petroleum revenues are also obtained 
from the transportation of crude and product by the 
Company’s international tanker fleet. Chemical reve- 
nues consist of petrochemicals, plastics and a variety 
of industrial and specialty chemicals. Mineral revenues 
are derived from the sale of coal and uranium. The nu- 
clear segment is accounted for on the equity basis and, 
therefore, does not contribute to operating revenues. 

Transfer of products between the geographic areas 
and segments in which the Company operates are 
made at prices which represent government-regulated 
values, or prices which the Company believes approxi- 
mate market, whichever is appropriate. Internal marine 
transportation revenues, except for those derived from 
shipments to the Canadian subsidiary, are based on the 
average freight rate assessment (AFRA) published by 
the London Tanker Broker’s Panel. Transportation reve- 
nues on shipments to the majority-owned Canadian 
subsidiary are based on a negotiated contract which 
provides for rates not materially less than AFRA. 

Identifiable assets are those assets used in the oper- 
ations of each geographic area and business segment. 
Identifiable assets for equity companies represent the 


Company’s investment in their net assets. Corporate 
assets principally consist of cash and marketable secur- 
ities, research facilities and other assets related to the 
Corporate function. 
Worldwide operating profit (loss) for each business 
segment and total non-operating items are as follows: 
Millions of Dollars 


1977 1976 

Petroleum tec wasn iene eters se aeree acs $1,145 $1,136 
CHeMICAIS cg eicicksinikon etn area ei ee Micpe cole 75 182 
MIRSL als wtrrsre scart eae eens ero ereiey sonia eeehotey 10 (34) 
Nuclear (equity) teaser emis mone setae (18) (19) 
Non-operatingmitemsSimraccs eens eee (460) (449) 
NetcinGOMe see. trometer ace Se $ 752 $ 816 


“Reduced by income taxes imposed by foreign oil producing coun- 
tries in other foreign geographic areas. 


U.S. and foreign income taxes are charged directly 
to the geographic area of the taxing authority. 

Corporate and financial items represent the follow- 
ing, distributed to the geographic areas based on a 
three-factor formula of external revenues, operating 
expenses and identifiable assets, except that such 
items incurred by the Canadian subsidiary are charged 


directly to Canada: Millions of Dollars 


1977 1976 
Corporate site ms tetera tertere iia kovor-nartaeisicic $(195) $(145) 
Interest on long-term financing ............ (110) (109) 
Corporate interest income ................ 133 143 
Foreign currency adjustments on 
long-term debt, ts rece etyie cies seen 16 11 
$( 156) $(100) 


For additional geographic and business segment information see Notes 8 and 11. 


Notes to Financial Statements 


Note 1—Summary of Accounting Policies 


This summary of the major accounting policies of 
Gulf Oil Corporation and its consolidated subsidiaries 
is presented to assist the reader in evaluating the Com- 
pany’s financial statements. The accounting policies 
employed by the Company are in accordance with gen- 
erally accepted accounting principles in the U.S. In 
those instances in which more than one generally ac- 
cepted accounting principle can be applied, the Com- 
pany has adopted and consistently applied in all mate- 
rial respects the accounting principle which it believes 
most accurately and fairly reflects its operating results. 


Exploration and Development Expenditures 


Oil and Gas 

In the petroleum industry the most significant ac- 
counting policy relates to the method of accounting 
for the exploration for and the development of oil and 
gas reserves. In this regard, the Company’s capitaliza- 
tion policy follows the “successful effort’? concept in 
that drilling and equipment costs are capitalized only 
on successful wells. All exploratory costs including 
successful geological and geophysical costs, annual 
delay rentals on undeveloped leases and all dry hole 
costs are charged to income as incurred. The costs of 
drilling discovery wells in remote frontier areas where 
future production is not reasonably assured are also 
charged to income as incurred. See page 23 in the 
Financial Review for a discussion of new oil and gas 
accounting standards. 


Minerals 


Exploration and development expenditures are 
charged to income as incurred until a project is deter- 
mined to be economically feasible. Subsequent to such 
determination expenditures are capitalized and amor- 
tized in accordance with the Company’s policy. 


Depreciation, Depletion, Amortization and Retirements 


Oil and Gas 


Provisions for depreciation, depletion and amortiza- 
tion of lease and well equipment, intangible drilling 
costs applicable to productive wells, and undeveloped 
and developed leasehold costs represent charges per 
unit of production based on the estimated proved 
developed oil and gas reserves in each country. Unde- 
veloped leasehold costs in countries where production 
has not yet commenced are amortized ona straight-line 
basis over five years. 


Minerals 


Capitalized exploration and development expendi- 
tures are generally amortized when commercial pro- 
duction is obtained. Provisions for amortization follow 
the unit-of-production method. 


30 


Other 


Provisions for depreciation and amortization of all 
other properties are generally determined on the group 
basis using the straight-line method based on esti- 
mated remaining economic useful lives of groups of 
related properties. Rates are revised when a change in 
life expectancy becomes apparent. 


Retirements, Maintenance and Repairs 


Properties retired or otherwise disposed of are elimi- 
nated from the property accounts and the amounts, 
after adjustment for salvage and dismantling expenses, 
are charged to accumulated depreciation or depletion. 
Only gains and losses on extraordinary retirements or 
retirements involving entire groups of properties are 
charged or credited to income. 


Maintenance and repairs are charged to income, and 
renewals and betterments which extend the economic 
life of the properties are capitalized. 


Principles of Consolidation 


The accounts of Gulf Oil Corporation and all subsidi- 
ary companies more than 50-percent owned are in- 
cluded in the consolidated financial statements except 
for those engaged in real estate and insurance activi- 
ties, and a domestic financing subsidiary. The real es- 
tate, insurance and financing subsidiaries (affiliated 
companies) and all other investments 20 to 50 percent 
owned (associated companies) are accounted for on 
the equity method. See Note 11. 


Intercompany transactions are eliminated in consoli- 
dation. 


Translation of Foreign Currency 


Balances and transactions in foreign currencies have 
been translated to U.S. dollars as follows: inventories, 
prepaid expenses, long-term investments and proper- 
ties—at rates current on dates of acquisition; deferred 
taxes—at the average monthly rate in the year of de- 
ferral; accumulated depreciation, depletion and amor- 
tization and related provisions against income—on the 
basis of dollar value of the related assets; all other 
assets and liabilities—at rates current at end of period; 
and operating income and other expenses—at average 
monthly rates. Gains or losses on foreign currency 
translation are included in results of operations in the 
period incurred. 


Inventory Valuation 


Crude oil, petroleum products, chemicals and certain 
merchandise inventories generally are valued at annual 
average cost applied on the “last-in, first-out” (LIFO) 
basis, which in the aggregate is lower than market 
value. Inventories of the Canadian subsidiary and of 
certain industrial and specialty chemicals (Kewanee) 
generally are valued at the lower of cost applied on a 
“first-in, first-out” (FIFO) basis or market value. Mate- 
rials and supplies are valued at average cost or less 
depending on the condition of the items. 


Income Taxes 


The Company practices interperiod tax allocation 
with respect to all significant timing differences. The 
income tax provision is reduced by the amount of quali- 
fied investment tax credits. 


Crude Oil Transactions 


In addition to its own production, the Company pur- 
chases large volumes of crude oil from other producers 
and sells crude oil not required for its own use. The 
Company records such purchases as purchase costs 
and such sales as revenues except that such transac- 
tions of the Company’s Canadian subsidiary are ex- 
cluded from both revenues and costs. 


Interest Costs 
Interest costs are charged to income as incurred. 


Note 2—Cash and Marketable Securities 
Millions of Dollars 
December 31 


1977 1976 
(CET tus eek Cae 4 Geno ARO Ee $ 67 $ 54 
Time deposits and certificates of deposit.... 578 1,028 
Marketable securities ...............00005 519 907 

$1,164 $1,989 
UMiNGCEStates mrp ert caress ae ence bc $ 342 $ 821 
Canad Ame Peer rare docs cceaid-enittins Tae ee 248 461 
EURO POwrrnen either intircs so ata (ets arace-aree 248 262 
©ihemirOrelonmemrmt aa seer cae Us RR nae 326 445 


Marketable securities are stated at cost, which ap- 
proximates market. 


Note 3—Receivables Millions of Dollars 


December 31 


1977 1976 

GUStOMONSme Nr eE mri mnusic erie noi ors cane $1,796 $2,145 
Affiliated and associated companies ....... 417 344 
GinemrecelViableSewrtemicaied a... cteloids< ssa are 427 466 
2,640 2,955 
Allowance for doubtful accounts ............ (44) (48) 
$2,596 $2,907 

Wmitedestatcsmermrers psc iat rcssie ects ete $ 606 $ 789 
Ganiad apeprerirmsncearerevas ei sce Sis c ec inate ore cie stevens 493 457 
ELIT ROT SYS) cy cam.ovg codhoko adoro 6 ORCA a rR eR Cnn ara 370 354 
OtinemEOrelg Mmacses ey recite oats t ce ela celetens eianere 1,127 1,307 


$2,596 $2,907 


In 1977 and 1976, provisions of $18 and $15 million, 
respectively, were credited to the allowance for doubt- 
ful accounts. Other charges and credits, principally 
write-offs and recoveries, were $9 and $3 million, re- 
spectively, in 1977 and $15 and $3 million, respectively, 
in 1976. In addition, $16 million of the allowance for 
doubtful accounts was transferred to the Company’s 
affiliated domestic financing subsidiary in 1977 in con- 
nection with the sale to it of customer receivables. 


Pensions 

Pension costs, which are determined by independent 
actuaries, are funded as accrued. Payments to the prin- 
cipal fund are made in the year following accrual. Prior 
service costs are amortized and funded over varying 
periods for the different plans but generally for no more 
than 15 years. 


Research and Development Expenditures 


Research and development expenditures are 
charged to income as incurred. 


Earnings Per Share 

Earnings per share is calculated based upon the 
daily weighted average of the number of shares out- 
standing during the year. 


Note 4—Inventories 
Millions of Dollars 
December 31 


1977 1976 
LIFO ae adel 
Petroleum 
United States raw senna rene ce: $ 279 $ 264 
EUTODG 3 uieea ine aatecnen aie ioae atenrctvtatere cher erats 113 141 
OthersForeignis.)cacmncet ne tcenornet or ere 74 85 
Chemicals 
United: States’. csc mrsis ceacvereto ces eee: 74 67 
EUrODGe actors eat min ere torte ie 24 30 
Others Forelonie meer eee 5 5 
Merchandiser nner. cana inurucrtentrycvstene ics 13 12 
582 604 
FIFO 
Retroloum) (Ganada)mersecairie cen stereos eis 406 324 
Chomicalssr cmrtar irc titre secs cs 98 12 
MOrChandise nn sone ees mie aie 20 18 
524 354 
Average Cost 
Materials and supplies ................. 239 227 
OMe heheh aban COR omnes en: 24 57 
263 284 
$1,369 $1,242 
United Statesmen cure ian se eer cee $ 571 $ 486 
Canad auvares semcrancen minder Renee nine ec eens 466 384 
EULOP Gat mrc cer ete einraeiht «erence nae acto eee 162 197 
hd pteleimeygetlebal Ginus.chachavoues aet.n teuntecaieticn ne bab 170 175 


$1,369 $1,242 


Quantity decreases in certain LIFO pools increased 
earnings by $54 and $14 million, after considering 
taxes, in 1977 and 1976, respectively. LIFO inventories 
were $1.19 and $1.14 billion less than current cost at 
December 31, 1977 and 1976, respectively. 


Materials and supplies, and certain taxes on prod- 
ucts carried in inventory, are not included in the com- 
putation of cost of sales. The inventory amounts in- 
cluded in purchase costs used in the computation of 
cost of sales were $1.13 and $1.01 billion and $873 mil- 
lion at December 31, 1977, 1976 and 1975, respectively. 
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Note 5—Increase (Decrease) in Noncash Working 
Capital 
An analysis of changes in noncash working capital 
as reported in the Consolidated Statement of Changes 
in Financial Position is as follows: 
Millions of Dollars 
1977 1976 


Increase (decrease) in noncash current assets 


Receivables ois caanch spicier ererene $(311) $ 551 
Inventories < hacss ce cisee settee e eee 127 99 
Prepaid! @XPENSeCS = ac « seie s interes notetuet rane 17 (96) 
167) 554 
(Increase) decrease in current liabilities 
Accounts payable. jen. ns neni: (99) (560) 
Notes payable and current long-term debt. (125) 78 
Accrued income taxes 4. 5.-..2..sss.ce6 96 53 
Liability to nuclear partnership.......... 30 108 
Other Current diabilities= sq mare ee 57 (132) 
(41) (453) 


Increase (decrease) in noncash working 


Capital A: Rees ey eek ae ep ere ee ee $(208) $ 101 


Note 6—Nuclear Partnership 


The Company and Scallop Nuclear Inc., a Royal 
Dutch/Shell Group Company, own and operate Gen- 
eral Atomic Company, a 50-50 partnership engaged in 
the nuclear business. The partnership agreement pro- 
vides that the capital requirements of the partnership 
will be contributed equally by the partners. 


The investment in this partnership is accounted for 
on an equity basis. The Company’s net investment is 
equal to its original contribution to the partnership plus 
subsequent advances less its share of losses. At De- 
cember 31, 1977, the Company’s investment exceeded 
its share of losses by $4 million and is included in In- 
vestments in Affiliated and Associated Companies. At 
December 31, 1976, the Company’s share of cumulative 
losses exceeded its investment by $30 million and was 
shown as a liability to the nuclear partnership. This 
investment is summarized below: 

Millions of Dollars 
December 31 


1977 1976 

Currentvassetsieeieic ates ane eas eee ree $16 $ 15 
Investmentalnn AGN Siter mea ceierreiere ee 54 52 
Neté propertioSaamecsasmsscte cies titers 19 22 
Totalkassetsr rie neon eee 9 89 
Currant liabllitiesszeyo een 7 ee, 20 22 
Provision for future losses ............... 65 97 
Motalliabilities erste se nae ree 85 419 
Netinvestment (liability, 0-24. se. $4 $(30) 


Changes in the Company’s investment during the 
years ended December 31, 1977 and 1976 are sum- 
marized as follows: 


Millions of Dollars 


1977 1976 

Net investment (liability) January 1 ...... $(30) $(138) 
Operating losses—U.S. ................. (16) (17) 
SARUM on cacccocesoune (2) (2) 

Additional investments .................. 52 127 
Net investment (liability) December 31 .... 4 $ (30) 
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In prior years, provisions of $240 million were made 
for the Company’s 50-percent share of anticipated fu- 
ture losses on certain commitments of the partnership. 
The Company’s share of losses realized and charged 
to this provision were $32 and $44 million in the years 
1977 and 1976, respectively. 

Efforts are continuing toward resolving the prolonged 
mechanical and regulatory problems which have pre- 
vented commercial operation of the Fort St. Vrain plant 
that was constructed for and is currently being tested 
for acceptance by the Public Service Company of Colo- 
rado. It was expected that commercial operations of 
the plant would begin in 1977; however, the Nuclear 
Regulatory Commission (NRC) has not yet issued its 
approval for the plant to exceed 70 percent power 
capacity. While the plant has operated for brief inter- 
vals at levels up to 68 percent of power, recent unfav- 
orable operating developments have required the plant 
to be shut down at times and have made it difficult to 
predict when the plant will be operating at full power 
capacity. The loss provision related to the Fort St. Vrain 
plant is considered to be adequate so long as additional 
mechanical or regulatory matters do not cause sub- 
stantial delay. 


In connection with its nuclear business, General 
Atomic entered into arrangements for the purchase of 
uranium for use in satisfying nuclear fuel commitments 
to electric utilities. At present, it has contractual ar- 
rangements with several uranium suppliers for the pur- 
chase of approximately 39 million pounds of uranium 
and with several electric utilities for the sale of approxi- 
mately 25 million pounds of uranium. Since 1974, a 
number of complex and interrelated disputes have 
arisen involving these arrangements and have led to 
litigation and arbitration proceedings. 

Litigation with certain suppliers, involving approxi- 
mately 30 million pounds of uranium, places in issue 
the enforceability of those purchase contracts and 
prices under them. If the suppliers in such litigation 
were held to be relieved of their contractual obligations 
to General Atomic, such result may or may not relieve 
General Atomic of its disputed commitments to the 
electric utilities. The average sales price of the uran- 
ium deliverable to the electric utilities under the sales 
commitments is approximately $14 per pound. The 
average purchase price of uranium under the commit- 
ments with the uranium suppliers is approximately $13 
per pound. Prices for uranium in the open market have 
recently been in the $42 to $45 per pound range. Cer- 
tain allegations in the litigation with uranium suppliers 
relate to the period prior to the formation of General 
Atomic when its business was wholly owned by Gulf 
Oil Corporation. 

Three lawsuits with uranium suppliers are pending. 
The principal one, brought by United Nuclear Corpo- 
ration on December 31, 1975 in the Santa Fe District 
Court, State of New Mexico, is currently in the trial 
stage. United Nuclear is seeking to be excused from 
performance under contracts to supply approximately 


22 million pounds of uranium allegedly on grounds of 
fraud, violation of New Mexico antitrust laws, com- 
mercial impracticability and mutual mistake and, al- 
ternatively, is asking to limit its damages for its failure 
to perform under the contracts. United Nuclear has par- 
ticularly claimed that General Atomic has been in- 
volved in a foreign uranium marketing arrangement or 
“cartel,” which is discussed further in Note 16. General 
Atomic has counterclaimed against United Nuclear for 
$2.3 billion for alleged breach of supply contracts and 
violations of New Mexico antitrust laws. United Nu- 
clear’s reply asserted a claim for damages in like 
amount. 


The other two suits with uranium suppliers are also 
pending in New Mexico. One was instituted by General 
Atomic on February 10, 1976 in the State District Court 
in Albuquerque against Ranchers Exploration and De- 
velopment Corporation and HNG Oil Company and 
seeks a declaration of the validity of the supply con- 
tract. The suppliers in this suit have asserted defenses 
and counterclaims based on alleged violations of state 
antitrust laws, commercial impracticability and limita- 
tion of liability. Trial has been scheduled for May 1978. 
The second, brought by Reserve Oil & Minerals Corpo- 
ration and Sohio Petroleum Company in the United 
States District Court for New Mexico on September 22, 
1977, essentially seeks rescission of a supply contract 
allegedly on the grounds of fraud and violations of 
federal and state antitrust laws. General Atomic has 
filed a counterclaim seeking $230 million in actual 
damages and $230 million’ in punitive damages for 
breach of contract. This proceeding is in the discovery 
stage. 


General Atomic’s commitments (or alleged commit- 
ments) to supply approximately 15 million pounds of 
uranium to four electric utilities are in dispute. In De- 
cember 1977, General Atomic settled its dispute with 
a fifth utility by agreeing to sell to the utility a reduced 
quantity of uranium at an increased price. Two of the 
pending disputes are with Indiana & Michigan Electric 
Company and The Detroit Edison Company, which 
have been joined in the United Nuclear suit. In this suit, 
General Atomic is seeking a determination that, if 
United Nuclear is excused on certain grounds from 
performing under its contracts to supply uranium to 
General Atomic, then General Atomic is excused from 
performance under its contracts to sell approximately 
six million pounds of uranium to these utilities. The 
two utilities have asserted breach of contract claims 
against General Atomic seeking specific performance 
or actual damages of $284 million and punitive dam- 
ages of $568 million in the aggregate. Indiana & Michi- 
gan has also alleged that General Atomic has violated 
New Mexico antitrust laws. 


In proceedings involving the pending disputes with 
the other two electric utilities, General Atomic is seek- 
ing determinations that it has no binding commitments 
to deliver approximately nine million pounds of uranium 


to such utilities. One of these, an arbitration proceed- 
ing involving Commonwealth Edison Company (in 
which United Nuclear is also a party), commenced in 
Chicago, Illinois on October 29, 1974. The other pro- 
ceeding was commenced by Pennsylvania Power and 
Light Company on November 6, 1974 in the Court of 
Common Pleas, Lehigh County, Pennsylvania. Both the 
arbitration proceeding and the Lehigh County suit are 
in the discovery stage. 

The Company understands that General Atomic is 
close to reaching an agreement to resolve its dispute 
with one of the four electric utilities. 

The Company, based upon opinions of counsel (in- 
cluding independent counsel), believes that General 
Atomic has relevant and meritorious defenses to the 
allegations and the issues raised by both the uranium 
suppliers and the electric utilities and, therefore, be- 
lieves that General Atomic ought to prevail in this 
uranium litigation. In addition, the Company continues 
to believe that resolution of these proceedings taken 
as a whole will not result in a material loss to the Com- 
pany and, accordingly, no provision for loss has been 
made. See also Note 16. 


Allied-General Nuclear Services (AGNS), a partner- 
ship of General Atomic and Allied Chemical Nuclear 
Products, Inc., has built a facility at Barnwell, South 
Carolina, to recover uranium and plutonium from the 
spent fuel of nuclear reactors. The Company’s share 
of the investment in AGNS is $54 million. The viability 
of this plant and performance under related fuel re- 
processing agreements depends upon the resolution 
of several uncertainties, including licensing problems, 
nuclear proliferation issues, government funding and 
certain other matters subject to government regulation. 

On April 7, 1977, President Carter stated that the 
commercial reprocessing of spent nuclear fuel would 
be indefinitely deferred and on December 23, 1977, the 
NRC terminated a generic environmental hearing on 
the recycling of plutonium, terminated a pending plu- 
tonium recycle-related licensing procedure involving 
the Barnwell facility, and withdrew its Policy Statement 
to consider the interim licensing of plutonium recycle- 
related facilities such as Barnwell. It is the Company’s 
view that commercial reprocessing by private compan- 
ies will not be permitted in the United States in the 
foreseeable future, and that, for this reason among 
others, AGNS is excused from performing existing con- 
tracts for reprocessing services. 

While the decisions of the President and the NRC 
have adversely affected prospects for commercial oper- 
ation of the Barnwell facility and could jeopardize the 
Company’s investment therein, the Company continues 
to believe that the use of Barnwell will be of important 
assistance in the ultimate solution of the handling of 
spent nuclear fuel resulting from the operation of nu- 
clear reactors. Accordingly, the Company has made 
no provision for loss on its share of General Atomic’s 
investment in AGNS. 
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Note 7—Exploration and Development Expenditures 


Millions of Dollars 


Expenditures 


Depreciation Net Capitalized 


Charged to Etc. Charged Expenditures - 
Income Capitalized to Income December 31 
197719761977) 1976. 1877 |) 1876 1877 eae 
United States 
Oil ANA .GaS. wile sates srcvas sichovhe Claaienene thet sttat Meiet Rete serine Rea $272 $204 $ 967 $540 $328 $252 $3,169 $2,250 
Oc. | ae et eee ent Uncen ceansa cho Gc chow) O10 > Gh0,c10 Oe _ 1 43 41 8 Tf 185 151 
Wrantimd sie sce a sald se ere suo eleieanentlershonenaetaea eRe tome aeleeteetons 22 12 42 26 1 1 139 98 
Ollshale: 5 jaic fen eves yout tule are ies etre Seeker talented eee een men peed arcs _ oes fe yisex 23 2 2 
__ 298 eee 1,052 _ 607 _ 337 _ 283 3,495 2,501 
Canada 
Ol amd! GAS iiss sm. cts b dslrace pine econo tei e nen oene RNa Renee ae 106 74 108 44 19 18 251 167 
Tar SANS. 45 acis cuca lacvteeie + elena Glodeis rete ete eae nee 1 —_ 96 99 5 —_ 272 181 
Ue 1sl lei eee eine UM Nirnncr scandy UGA Gold ou ad oo Ga ocd eG Bo, 3 fn 8) aie mee) 25 27 
113 78 207 146 27 21 548 375 
Europe—North Sea—Oil and gaS ............ 0.2 eee eeeee 33 28 68 50 1 1 153 84 
Other Foreign—Oill and Gasiisua4. ee rite erent 46 37 32 nen __ 30 ais 114 lida 
$490 $364 $1,359 $831 $395 $352 $4,310 $3,071 


Of the net capitalized expenditures, $1,386 and $806 
million relate to recently acquired leases and undevel- 
oped properties at December 31, 1977 and 1976, re- 
spectively. These costs are being amortized in accord- 
ance with the Company’s policy as described in Note 1. 


Note 8—Properties 


December 31 


In the computation of unit-of-production amortiza- 
tion, only those reserves classified as proved developed 
are used. Item 3 of Form 10-K on pages 57 and 58 de- 
scribes the Company’s method of classifying reserves 
and provides additional information with regard to the 
Company’s proved developed oil and gas reserves. 


Millions of Dollars 
Year 


Gross Investment Net Depreciation Etc. Expenditures 
at Cost Investment Charged to Income Capitalized 

1977 1976 197791976) terre Tb eps orem 

United States 
Petroleum—Exploration and development ....... $ 6,041 $ 4,846 $3,169 $2,250 $ 328 $ 252 $ 967 $ 540 
——NAtureal asi GUIdS er asta onstrate tere 313 262 150 107 10 1a 54 24 
—Refining and marketing ............ 2,389 2,356 1,156 165 92 96 120 95 
Chemicalsiatra cc cation de cnaatrnnt Serene eran 1,056 813 789 582 42 27 161 142 
Mineralsa cesses cre anion ace tn a tic aera peer 466 391 326 251 9 31 85 67 
Corporates'aaty.caaeteicasicinn can dlansonarciae tense PAC ner 212 138 143 ae 12 8 67 26 
10,477 8,806 5,733 4,432 493 425 1,454 894 

Canada 
Petroleum—Exploration and development ....... 767 570 523 348 24 18 204 143 
SNEWS NCTC 5. bun acadnonans 173 164 94 95 10 10 9 14 
—Refining and marketing ............ 1,053 918 609 504 43 43 154 112 
Chemicals mistcuscr ertecicsth: slckcustemen ta rie tere eee 103 114 40 43 6 4 2 3 
Minerals... gk.cic at em ea een ee eae eae 33 30 25 27 3 3 3 3 
2,129 1,796 1,291 1,017 86 78 372 275 
Europe 

Petroleum—Exploration and development ....... 158 87 153 84 1 1 68 50 
—-Retining and marketingus..) ae aeenee 655 639 379 382 30 31 34 17 
Chemicals seston. cyte coment eee eee 123 107 80 71 7 7 8 3 
Corporates ated nts tt tien ene eee 8 15 4 10 1 = 1 =a 
944 848 616 547 39 39 111 70 

Other Foreign 
Petroleum—Exploration and development ....... 292 263 114 tat 30 47 32 28 
—Refining and marketing ............ 102 95 56 50 4 11 5 3 
Alv'@ldnetttorell EVANS 2. cononcenenea< 704 647 502 463 30 30 77 90 
Chemicalsusa cick siae Aree ett a ei ae ae 31 20 20 12 2 1 3 2 
1,129 1,025 692 636 66 89 117 123 
$14,679 $12,475 $8,332 $6,632 $ 684 $ 631 $2,054 $1,362 
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Note 9—Taxes 


1977 


Income taxes 


CUCM GaMMIREnI Ife rieti ie, cicte oo snus wisn ithaca bee. $1,313 


i} Tiga ie Ter ieivie) e+e) phie: Wika) 19; \ee' 8) 9! 8) we. 


Sa Wine) (0) (61 [@) Te Nei ce’ \e]\e) (ee) @ (6) @) os) 0] (min) /@)\s.,6 a) 8) 8) a6 


MOCaIIMNCOMEeLAXOSiseot Ai c cet wtsns sue bee ele ets aoe 1,435 


Taxes other than income 


COnSUIMeheeOXClSOme escent) cas cdiacrsntad orien nee ater eek 1,755 


OUURET? coc ele tcc tne ts pee ee 


Millions of Dollars 


Deferred taxes relating to significant timing differences have been provided as follows: 


Intangible drilling and development costs ..............00c eee eeee 
Bere cl atlonmmucmare smear ser tte rcusra.. eceree cue iisielo « scusiecalio's \0, asa%e ve aueravseeieusieis 
INVESIIMOhtaxEChOCiGmertroritiarw he, ders sci cara seers aay ule wie ale vk Sone ueeae 
OLDS nM ene ee etsaa sey iste) eciecs cas aati’ eave: ane revive a vn elera:telal oleckegvant ais 


Total United States Foreign 
1976 1977 1976 1977 1976 
$1,370 $ 143 $ 238 $1,170 $1,132 

(92) (4) (83) (10) (9) 
— (52) = — —_ 
114 124 71 64 43 
1,392 211 226 1,224 1,166 
1,666 779 788 976 878 
166 143 Gil 31 35 
102 19 We 92 89 
96 16 5 99 91 
67 14 44 23 23 
2,097 971 981 1,221 1,116 
$3,489 $1,182 $1,207 $2,445 $2,282 
Millions of Dollars 
Total United States Foreign 
19771976 1977 1976 19771976 
$116 $ 40 $111 $ 38 $ 5 $ 
88 143) 39 39 49 36 
(52) — (52) — — — 
(16) ool) 2128) oe (8) oO Ainge dt 
$136 $114 $72 $A 64.48 


The Company’s federal tax liabilities for all years 
prior to 1971 have been settled and paid. The Company 
believes that adequate provision has been made for 
income taxes which may become payable in settlement 
of open tax years. 


No deferred taxes have been recognized for the 
Company’s share of the undistributed foreign earnings 
of certain subsidiaries, which were $790 million at 
December 31, 1977, since these earnings are consid- 
ered to be permanently reinvested. 


Total income tax expense was $1,435 and $1,392 
million, which equates to an effective tax rate of 66 per- 
cent and 63 percent, on pretax earnings for 1977 and 
1976, respectively. The following schedule reconciles 
the difference between the United States statutory tax 
rate and the effective rate: 


1977 1976 


Amount %of Amount % of 
in Pretax in Pretax 
Millions Income Millions Income 


United States statutory tax rate $1,050 48% $1,060 48% 
Increase (decrease) resulting 
from: 
Foreign taxes at rates in ex- 
cess of the U.S. tax rate 
on foreign source income 


sublectsto Wis, taxa, ...- 243 «11 230ml 
Allowable depletion in ex- 

cess of cost depletion ... (12) — (19) (1) 
Foreign taxes on foreign 

source income not subject 

LOMUW ORLAX MTR s mucaeteteus) ere 222 10 170 8 
Investment tax credits ..... (66) (3) (92) (4) 
(AXEL? soe concentees s cacyeeo cece eG (2) — 43 2 


Note 10—Deferred Production Payment Proceeds 


In 1975, the Company entered into two agreements 
(production payments) for the sale of economic in- 
terests in future production. Under these agreements, 
the Company received total proceeds of $167 million, 
which is being used principally for the development of 
oil and gas fields in the Gulf of Mexico and expansion 
of acoal mine in New Mexico. 


Under the terms of the agreements, the Company 
has dedicated percentages of production revenues for 
the repayment of the purchase amounts and for in- 
terest on the purchasers’ financing arrangements. Re- 
payment of the production payments is being made 
solely out of the revenues derived from recovered hy- 
drocarbons or minerals produced from the properties. 

Production and the repayment of the production 
payment from the oil and gas fields began in 1976 and 
is expected to begin during 1979 for the New Mexico 
coal mine. Changes during the years ended December 
31, 1977 and 1976 are summarized as follows: 


Millions of Dollars 


1977 1976 
Balancer) anualryiel arcane priests. triste $123 $ 57 
Proceeds: received 22.. csncmranereh varen oun 33 78 
Interest charged to expense .............. 10 7 
ReEpayMentsS srs aie mah tacnreeema stoic isee _ (46) _(19) 
Balances DeCembelzcilemm nen icni smn iniian near $120 123 


Note 11—Investments in Affiliated and Associated Companies 
The Company’s investments in affiliated and associated companies were $458 and $308 million at December 31, 
1977 and 1976, respectively. These amounts, including the 1976 liability to the nuclear partnership of $30 million 
(see Note 6), are summarized as follows: 
Ls AE December. Siaynin i 00s rs aan 
1977 1976 


Total Affiliated Associated Total Affiliated Associated 
Current. ASSETS. cen ore veces Oras 2 race oe ete eo ole eet eer eon eon ae $1,060 $455 $ 605 $ 602 $ 66 $ 536 
Properties: ci a nicgs ance secre eloce ste comiclie eherate teetearcistciNe rata Renee eens 616 65 551 563 66 497 
Other: assets. sa Luck « & econ wate isan TOE Cae or nee 216 las 105 126 8 118 
Total agsets: é: cscay ede weet Se ee 1,892 631 1,261 1,291 140 1,151 
Current liabiliti€S! 24. S202 cea Sh eee te Goce ree error 841 369 472 462 40 422 
Long-term: débt's...c5.0 asncnasa. ore aw te nein nee eee ee enter 473 138 335 402 82 320 
Other Jong=term liabilities) 5.12 rasie ee err a eee 225 12 213 256 eS 250 
Total: liabilities < cliheciemters ayers ee ees eerste eee eae 1,539 519 1,020 1,120 128 992 
Net /aSsetsinie ae cick iieta sic-e Sande Slate Pe ODOR rR en een 353 112 241 171 12 159 
AdVaNnCOS ais waka a's One Ye ORD tue erator eee eaten eta 105 18: 87 107 223 84 
$ 458 $130 $ 328 $ 278 $ 35 $ 243 
United States—Petroleunti.0..4.15 «pee ei eee $ (8) cs $ (8) $ (8) i $ (8) 
Chemicals’. nas sce eh eee eee 11 — 11 12 — 12 
—-Minerals. = 2:3 achat oiler ee een re DE 26 _ 26 = — = 
— Nuclear 5.0.0 ee ee eee 9 — 9 (28) —- (28) 
— Corporates ss... cise, tab oe eee 68 68 _ 35 35 == 
Canada—Petroleu mits. succes saya eae ere eee 13 — 13 11 _ 11 
=—-COrPOlat@ rare. «desc che pnscotne tone state ta a auenae ner eee seen 3 om 3 = a = 
Evrope—Petrolewmis te oe ee ee nee 126 —_ 126 102 —_ 102 
== ChemiGals cos is vaccine nes Caetete eek ete eee ee 10 — 10 11 —_— 11 
NUCLEAR hess cian bed ee Meee ee eee (5) _— (5) (2) — (2) 
Other Foreign—Petroloum.... 2.24 sso ae. eee 85 — 85 92 —_— 92 
=—-Chemicals viic.05: sen ioe Or nr eee 57 — 57 53 — 53 
—— Corporate 2... 0.ci.cahhaotaceactere ee eee eee 63 62 1 = = = 
$ 458 $130 $ 328 $ 278 $ 35 $ 243 
The Company’s equity in earnings (losses) of these companies is summarized as follows: 
Millions of Dollars 
1977 1976 
Total Affiliated Associated Total Affiliated Associated 
ROVOENUGS i. Syren mineral ttets 6 awcice cr cle cout a teenie ae ee $2,255 $111 $2,144 $1,966 $49 $1,917 
Less: a 
Purchases and operating expenses ................-00-- 2,021 45 1,976 1,761 29 1,732 
Selling and administrative expenses .................... 166 58 108 132 20 112 
SLAXGS Kya nhu.g-vsitcta to Vevepuct nec. cscs Othe cola eRerocr eee eRe eet Cee 30 Sloe 30 33 cess 33 
2217 403. tid | g20 eo ee 
Equity in earnings’: suites ne dae (in oes ee $ 38 $ 8 $ 30 $40 Lae: $40 
United:States—Petroleum :.ci/).'s.4 oawe cae cee ee ee $668 gic $ 8 St oe Eos 
=NUCIO aR cates silos go hae ee eee (16) — (16) (17) Te (17) 
=—-COnporate sie Wien cayenne een eee ee (6) (6) ae as os 55 
Ganada—-Petroleunt das. sic aa-e saeerite Ae ah ee 3 — 3 1 res 1 
Eurépe—Petroloum -27s).c0 ncn ce oe tee oe ee eee 28 — 28 29 29 
= -NUGICB Rs auciaas aia actbetatees | ace ain ce ae (2) o (2) (2) = (2) 
Other Forelgn—Petroloum «2.05 ,.6..2.0:.00, Senet (1) — (1) 12 = a 12 
HOMIES asaya ate ek ra nth ieee oe 10 a 10 10 —_— 10 
= OFDOlate en diet ya tere oy inne ae ea 14 14 — RED es a 
$ 38 $ 8 $ 30 $ 40 $— $ 40 
Cash"dividends raceived <2... 5. 0ak nro: ete ee $ 39 $ 10 $ 29 $ 26 Ses $26 
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During 1977 current liabilities of the Company’s affili- 
ated domestic financing subsidiary increased signifi- 
cantly due to its sale of short-term commercial paper, 
the proceeds of which were used in purchasing cus- 
tomer accounts receivable from the Company. Prior to 
October 1, 1977, the Company’s investment in its affili- 
ated foreign insurance subsidiary was included in the 
financial statements on a consolidated basis. Inclusion 
of this investment on an equity basis subsequent to that 
date is principally responsible for the increase in other 
assets of affiliates at December 31, 1977 and represents 
the subsidiary’s investment portfolio. 

In 1977 the Company decided to divest its interest in 
the affiliated real estate subsidiaries. The Company 
does not expect the divestment to have a significant 
effect upon its earnings or financial position. 

As of December 31, 1977, the Company was contin- 
gently liable for guarantees of debt of associated com- 
panies in the amount of $46 million. 


Note 13—Short-Term Debt 


Short-term notes payable at December 31, 1977 and 
1976 were $151 million (including $50 million of the 
Company’s commercial paper due February 1978) and 
$35 million, respectively, and the related weighted 
average interest rates were 8.48 and 8.94 percent, re- 
spectively. The average aggregate short-term notes 
payable outstanding during 1977 and 1976 were $80 
and $27 million, respectively. The weighted average 
interest rates for all such short-term notes payable 
were 7.28 and 10.03 percent in 1977 and 1976, respec- 
tively. The maximum aggregate amount outstanding at 
any month-end in 1977 and 1976 was $167 and $51 


Note 12—Long-Term Receivables and Other 


Investments 
Millions of Dollars 


__December 31_ 


19771976 

Long-term receivables ...............+..- $ 233 $ 277 
Other investments (at cost)................ 24 71 
257 348 
Allowance for doubtful accounts ........... (57) (60) 


United States] tote. s oct mek ie rerice sere 


Canadacer aac ihe sncrrune aires atten haere 32 36 
EURODG: can teeters oer en ee ee toa celle 37 113 
Otherj;Foreigniys..s eae een einai ces 106 106 

$ 200 $ 288 


In 1976 a provision of $4 million was credited to the 
allowance for doubtful accounts. Charges, principally 
write-offs, were $3 million in 1977 and $2 million in 
1976. 


million, respectively. 

At December 31, 1977, the Company had available 
approximately $490 million in unused lines of credit 
from banks. These lines are generally without compen- 
sating balance requirements or fees and can be with- 
drawn at the option of the bank after giving notice to 
the Company. The Company’s Canadian subsidiary 
has additional lines of $114 million for which it pays 
fees, at prevailing market rates, on the unused portion 
of the line. Borrowings under any of these lines of credit 
would generally bear interest at prime commercial 
lending rates. 


Note 14—Long-Term Debt 


Millions of Dollars 


December 31 

1977 1976 

United States dollars 
Siz-eesinking und debentures due in 1995. 2.063 cs 68 vosie ta oom ces he eee eg Wem ns Wight Cw sree we $ 200 $ 200 
658 Seasinking fund debentures due In 1999. 26. c je ew ve ae eds ne eee ee oe Um a es am were nie 191 200 
Fo OVE Gielen Clr) TAs! WC IEW su sos coon sonogbobpnedono Sb oduDDeuceoadoudbonsudooasyuOne 135 147 
St7ato 6 eunotes: payable 1978 through) 1990.20 5. tics se eis ce ele ee oa eed y nie & Hols mis Reon als 126 139 
Bop OMICS DAY ADO OS 1 nce is sa bath wie wc eee suede ope vo. se ale iiepmahens ous wm oe Dua) AGaNe tee RNs En an ete etal Asie te 125 —_ 
Sis io) EVGA levomncekss Chey IAS tUaltelifel ah WEEN ss vo tone nos dob udd apo OND oad dno UoG Ome UNTO NBS OCC ob ODO SObN 74 84 
535% sinking fund debentures due in 1991... 00.62 ee eee eee ee we eens 68 73 
Tigeandes)2% notes payable 1978 and 1981.5 1.5 sec ccs me cee eee ne om eels eens sige me ON ars gee me 39 47 
Ose aWewancedebentures duel through) 200 Oneempran mentee tance t-Wanci ten Welsnele etuel stot stcir tantric rsneityra esa ante ee 45 — 
75% Kewanee sinking fund debentures due 1979 through 1997 ......... 10s. esc e nee erect ee eee tent enee 20 — 
Other obligations (including $18 million of Kewanee) 6.6... eee cece ee eee eee eee teen teen eee eee neee 130 102 
1,153 992 

Foreign currencies 

Ganadian dollars—5%4 to 812% payable 1978 through 1990. 2. iu. wine cd ae ates ee wet we wea wae ales 184 169 
Swiss francs—6%2 and 634% payable 1978 and 1985... 1.2.2.6... ieee eee ee ere teeter en enee 31 26 
Italian lire—4% above Italian discount rate payable 1978 through 1985..................... ccs eens 29 32 
German marks—712% payable 1978 through 1986.......... 6. cece cee eee eee eee eee eee eee eee eens —_ 42 
Other currencies (including $3 million of Kewanee) .... 6... cece ee eee ee ee eee eee ee eee eee 23 11 
1,420 rene 
Nae al lin CRRA TIAISMIES) Semin en oes addin Cab.codopuodes ones too mate Goma ntoewacc one Goto bios 113 104 
$1,307 $1,168 


Approximate maturities in the years 1979 through 1982 are $96, $88, $123 and $85 million, respectively. 


Note 15—Pension Plans 

The Company has various pension plans covering 
substantially all of its employees. The provisions for 
the cost of these pension plans charged to income for 
the years 1977 and 1976 were $110 and $136 million, 
respectively. At December 31, 1977, unamortized prior 
service costs of all the various pension plans aggre- 
gated approximately $466 million. 

The Company’s principal plan, the Gulf Pension 
Plan, covers the majority of its U.S. employees. In 1977, 
on the recommendation of the Plan’s Enrolled Actuary, 
the actuarial assumptions of the Gulf Pension Plan were 
revised to reflect more realistic rates of inflation and 
investment return used in actuarial valuations. The 
effect of these revisions was to decrease projected 
1977 pension expense by $29 million, which, after con- 
sidering related tax charges of $14 million, increased 
1977 net income by $15 million. As a result of these 
revisions, prior service costs were restated, increasing 
such costs by $114 million. The restated prior service 
costs are being amortized over 15 years from Janu- 
ary 1, 1977. 

A summary of changes in the fund investments, in- 
cluding receivables from the Company, for this Plan 
during 1977 and 1976 follows: 


Millions of Dollars 


Year Ended 

December 31 
19771976 
Investments at January 1, atcost............ $800 $687 
CompanyeconthbutionSmrcrertatint einen tan: 86 115 
FUNGSINCOMEmectenecracmin fest en i oun meats 37 45 
Bonefitspaldic arndicaccncceuducminactcaecricir (60) (47) 
Investments at December 31, at cost........ $863 $800 
Market value at December 31 .............. $868 $866 


Based on the most recent actuarial valuation of the 
Gulf Pension Plan, the actuarially computed value of 
vested benefits exceeded the market value of plan 
assets and balance sheet accruals at December 31, 
1977 by approximately $40 million. The actuarially com- 
puted value of vested benefits under the pension plan 
of the Company’s majority-owned Canadian subsidiary 
exceeded that plan’s assets by approximately $50 mil- 
lion at December 31, 1977. 


Note 16—Uranium Litigation 


On October 15, 1976, Westinghouse Electric Corpo- 
ration filed a complaint in the United States District 
Court for the Northern District of Illinois against the 
Company and 28 other uranium producers, including 
a subsidiary of the Company. The complaint alleges 
that the defendants have fixed and increased prices 
and other terms of uranium sales, have allocated the 
market and have refused to deal with certain uranium 
purchasers, including plaintiff, in violation of federal 
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antitrust laws. Plaintiff seeks injunctive relief plus tre- 
ble damages in an unspecified amount. All discovery 
and other proceedings have been stayed by the court 
pending a ruling on motions filed by the Company and 
certain other defendants to disqualify counsel for 
plaintiff or, in the alternative, to dismiss the suit. Be- 
cause of the stay, neither the Company nor its subsid- 
iary has answered the complaint. 


On November 18, 1977, the Tennessee Valley Au- 
thority brought suit against eight companies engaged 
in the production or marketing of uranium, including 
the Company and one of its subsidiaries. The complaint 
filed in the United States District Court for the Eastern 
District of Tennessee alleges that the defendants have 
combined and conspired to fix the price of uranium 
in violation of federal antitrust laws and have violated 
the Tennessee Valley Authority Act. Plaintiff seeks 
treble damages in an unspecified amount, plus injunc- 
tive relief. The Company and its subsidiary have been 
granted an extension of time to answer the complaint. 
To date there have been no discovery proceedings. 

Both Westinghouse and TVA have specifically 
charged that the Company’s involvement with a foreign 
uranium marketing arrangement or ‘‘cartel” had a sub- 
stantial effect in increasing the price of uranium, and 


_ that those plaintiffs may sustain substantial damages 


as a result of the alleged marketing arrangement. Such 
charge is also involved in certain issues in the United 
Nuclear lawsuit described in Note 6. The Company 
denies such assertion. Its position is that its Canadian 
subsidiary was required by the Canadian government 
to participate in the foreign uranium marketing ar- 
rangement. The Company further denies that such in- 
volvement had any substantial effect in increasing the 
price of uranium or otherwise constituted a violation 
of antitrust laws. 


Certain litigation and arbitration proceedings involv- 
ing the uranium contracts of General Atomic, of which 
the Company is a 50 percent partner, are described in 
Note 6. 


The Company, based upon opinions of counsel (in- 
cluding independent counsel), believes that it has rele- 
vant and meritorious defenses to the allegations made 
by both Westinghouse and TVA. The Company further 
believes that the resolution of the uranium litigation with 
Westinghouse and TVA will not result in a material 
loss to the Company and, accordingly, no provision 
for loss has been made. 

In addition to the litigation described above, there 
are certain investigations of the uranium industry being 
conducted by the Sub-Committee on Oversight and In- 
vestigations of the Committee on International and 
Foreign Commerce, House of Representatives; the 
New York State Assembly Standing Committee on Cor- 
porations, Authorities and Commissions; and a Federal 
Grand Jury sitting in Washington, D.C. regarding ura- 
nium matters. The Company has furnished documents 
and witnesses with respect to these investigations. 


Note 17—Contingent Liabilities 


On July 18, 1973, the Federal Trade Commission 
issued a complaint against the Company and seven 
other major petroleum companies charging violation of 
Section 5 of the Federal Trade Commission Act and 
alleging a combination or agreement to monopolize 
crude oil refining. The complaint states no specific re- 
lief, but the FTC may ask for divestiture of certain of the 
Company’s operations. This proceeding to date has 
dealt mostly with discovery matters, particularly the 
scope of the FTC’s subpoenas. 


Seven states have brought class actions against the 
Company and a number of other major oil companies 
in federal district courts. These actions have been in- 
stituted by Florida (July 9, 1973), Connecticut (July 25, 
1973), Kansas (October 8, 1974), California (June 25, 
1975), Arizona (July 22, 1976), Oregon (February 10, 
1977) and Washington (August 15, 1977). They allege, 
among other things, that the defendants combined and 
conspired to restrain trade in the exploration, produc- 
tion, transportation and sale of crude oil and in the 
refining, distribution and marketing of petroleum prod- 
ucts in violation of federal and state antitrust laws. 
These suits seek treble damages in unspecified 
amounts and injunctive relief, including divestiture of 
crude oil exploration and production activities. The 
actions have been consolidated for pre-trial proceed- 
ings in the United States District Court for the Central 
District of California. Proceedings involving amended 
pleadings, discovery and pre-trial motions are under 
way. 

On December 4, 1974, a complaint was filed in the 
United States District Court for the Southern District 
of New York in Samuel J. Lefrak, et al. v. Arabian 
American Oil Company, et al. against the Company and 
other petroleum companies alleging a conspiracy to 
fix and maintain prices of crude oil and petroleum 
products, especially home heating oil, in violation of 
federal and New York antitrust laws. The allegations are 
similar to those in six other suits since filed in the 
same court: Brompton Associates Company, et al. v. 
Arabian American Oil Company, et al.; Harry B. Helms- 
ley, et al. v. Arabian American Oil Company, et al.; 
Doris Kaskel, et al. v. Arabian American Oil Company, 
et al.; The New York City Housing Authority v. Arabian 
American Oil Company, et al.; Rochdale Village, Inc. 
v. Arabian American Oil Company, et al.; and Rose 
Associates, Inc., et al. v. Arabian American Oil Com- 
pany, et al. The seven suits combined seek compensa- 
tory damages of approximately $94 million (before treb- 
ling), punitive damages of approximately $545 million 
and injunctive relief. 

On April 27, 1977, the Department of Energy issued a 
Notice of Proposed Disallowance (NOPD) proposing to 


disallow approximately $80 million of landed costs of 
the Company’s imported crude oil. Three previous 
notices proposing disallowances of approximately $88 
million were rescinded and the NOPD substantially 
duplicated a Notice of Probable Violation issued in 
1974. The Company filed for an administrative review 
of the NOPD, submitted an offer of settlement in late 
1977 of approximately $16 million and is attempting to 
resolve certain disputed matters. 


On March 3, 1975, a suit was filed by Nelson Bunker 
Hunt (subsequently joined by W. Herbert Hunt and 
Lamar Hunt) in the United States District Court, South- 
ern District of New York against the Company and 
other oil producers. Plaintiffs allege that defendants 
have combined and conspired in unreasonable restraint 
of trade and commerce in violation of the Sherman Act 
and the Wilson Tariff Act and that defendants had an 
unlawful agreement to divide markets and to refuse 
crude oil to plaintiffs. Damages of $125 million (before 
trebling) and at least $90 million for breach of contract 
are claimed. In December 1977, the United States Su- 
preme Court denied plaintiffs’ petition for a writ of 
certiorari with respect to the affirmance by the Court 
of Appeals of the District Court’s dismissal of plaintiffs’ 
third antitrust claim that defendants conspired to pre- 
vent plaintiffs from reaching agreement with the Libyan 
Government. The District Court has set the case for trial 
in March 1978. 


The Company believes that none of the items de- 
scribed above will have a material adverse effect on the 
net assets or future earnings of the Company except 
that, with regard to the FTC complaint, the Company 
is still unable to determine what effect, if any, this pro- 
ceeding will have on future earnings of the Company. 


The Company is also a party to other administrative 
proceedings brought by governmental authorities pur- 
suant to federal, state or local environmental protection 
laws or regulations which allege violations of such laws 
and seek injunctive relief or civil penalties. The Com- 
pany does not believe that these proceedings are, in 
the aggregate, material to its operations or net assets 
and does not foresee any material loss or interruption 
of its operations as a result of any alleged violation of 
environmental laws or regulations. 


See Form 10-K Item 5 on page 61 for information re- 
garding certain shareholder derivative actions and for 
additional information with respect to alleged violations 
of environmental protection laws. 


The Company was contingently liable for guarantees 
of loans payable by owners of service stations and 
others in the amount of $127 million, and also for loans 
payable by associated companies as described in 
Note 11. 
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Note 18—Gas Sales Contract 

On September 7, 1977, the United States Court of 
Appeals for the Third Circuit affirmed without modifi- 
cation the order of the Federal Power Commission 
(now the Federal Energy Regulatory Commission) de- 
termining that the Company failed to comply with its 
contract dated January 4, 1964 with Texas Eastern 
Transmission Corporation with respect to deliveries of 
natural gas. A petition for writ of certiorari filed by the 
Company with the United States Supreme Court was 
denied on February 21, 1978 but the Company intends 
to file a motion for rehearing. 


The contract provides for the delivery of gas over a 
26-year period or until 4.4 trillion cubic feet have been 
delivered, whichever first occurs, at prices of 19 cents 
per thousand cubic feet (mcf) for the first 10 years, 21 
cents per mcf for the next 10 years and 22 cents per 
mcf thereafter. The contract prices are significantly 
below current area market prices. It further provides 
for delivery of a daily quantity of 500 million cubic feet 
(mmcf), with an option for Texas Eastern to take up to 
625 mmcf per day. Although average deliveries were 
less than 500 mmef per day during recent years, the 
Company has maintained average deliveries of 592 
mmcef per day during 1977. 


The FPC ordered that the Company was obligated 
to pay refunds to Texas Eastern in accordance with a 
formula stated in the order. In compliance with the FPC 
order, the Company filed a computation in late 1976 
which showed refunds, with interest, to be approxi- 
mately $90 million through October 1976. Based upon 
the Company’s delivery rate during 1977, an updated 
refund calculation would not significantly differ from 
the amount as filed. 


The FPC’s opinion stated that when the Company 
has delivered an amount of gas equivalent to the con- 
tract amount less the amount of gas for which it has 
paid refunds, the Company shall be permitted to 
charge the contract price plus the amount of the re- 
funds previously paid on an equivalent amount of gas. 
Similar charges are also permitted if deliveries exceed 
625 mmcf per day. if the FPC’s action is upheld and 
the Company subsequently recovers the amount re- 
funded, the net economic loss to the Company will be 
the difference between the present value of the refunds 
and the present value of the recoveries, less related 
tax effects. The Company has made no provision in the 
accounts as the net economic loss would be immaterial 
and the legal validity of the FPC order is still being 
contested. 


In recent years the Company has acquired leases 
when available and has discovered and is developing 
additional gas reserves on these leases sufficient to 
enable the Company to meet the total contract quan- 
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tity. The Company will continue to take all practicable 
measures to meet its obligations under this contract. 
This exploration and development program is not ex- 
pected to result in out-of-pocket losses to the Com- 
pany, taking into consideration the price the Company 
would receive for reserves remaining after the contract 
has been fulfilled. Therefore, no provision for loss has 
been made in the accounts. 


Note 19—Negotiations With Governments of Foreign 
Oil Producing Countries 

In 1977, negotiations with the Angolan government 
were well advanced toward finalization of a new par- 
ticipation agreement under which the government will 
acquire a majority interest in the Company’s oil ex- 
ploration and producing properties. Although the final 
agreement has yet to be signed, the Company believes 
adequate provisions have been made so that the settle- 
ment will not have a material effect on the Company’s 
net assets or net income. 


In late 1976, the Company received payment from the 
Nigerian government covering its purchase, retroac- 
tive to 1974, of 55 percent of the Company’s oil explora- 
tion and producing concessions. The payment received 
included compensation for the properties transferred, 
and was applied to the net book value of the Com- 
pany’s properties, reimbursement of certain prior year 
operating expenses and interest on the net amount due 
to the Company. 

During 1976 the Company initiated negotiations with 
the Ecuadorian government aimed at an orderly with- 
drawal by the Company from its operations in Ecuador. 
The government of Ecuador issued a decree which 
authorized its national oil company to purchase, 
effective December 31, 1976, the Company’s 37.5 per- 
cent interest in an oil exploration and production con- 
tract and 50 percent interest in a pipeline. Under the 
terms of the agreement reached with the Ecuadorian 
government, the Company received compensation for 
its interests based on the net book value of its assets. 


In February 1976, the Company and its partner, Con- 
tinental Oil Company, signed a participation agree- 
ment with the British government under which the 
Company and its partner each transferred to the Brit- 
ish government an additional 8.8 percent interest in 
the title to their leases in the North Sea, giving the gov- 
ernment a 51 percent ownership interest. In addition to 
royalty oil, the government received the right to pur- 
chase at market prices up to 51 percent of each field’s 
output within six years after production begins. Under 
the agreement, the financial benefits and obligations 
of the three parties remain unchanged. 


Note 20—Foreign Currency Adjustments 


An analysis of the net foreign currency exchange 
adjustments included in income follows: 
Millions of Dollars 


Gain (Loss) 
1977 1976 
EONG-TEhMaCe Olmert rat teat cca ccce esate acto $ 16 $11 
Working Gapitalipgerrn ici se aie sien « clstsracste + <8 (16) 4 
Exchange galmi(losS)iaercyocg sees: oe ce cee — 15 
Exchange rate effect—Canadian inventories. . (34) 4 
Minorityainterestmenmiry te acs ac feten sv nc 12 (2) 
AXIO Chpaeen eer entcers T sts ors Gok swe eg 2 (1) 
$(20) $16 
CEAEES FEY oer oit.0' pc) Gates HORDE ORC CERIN $(26) $ 4 
EURO DCU eremeeenia chey neice ein ooatearin cee es ob 7 (3) 
Other EOnel Gm eeserercker a iees.. ois cuss otf sauce si c-svsts (1) 15 
$(20) $16 


Exchange gains (losses) are included in other reve- 
nues. Included in the net adjustments were unrealized 
gains of $4 million in 1977 and unrealized losses of $1 
million in 1976. 


Note 21—Stock Options 


The Company has 1974, 1968 and 1951 Stock Option 
Plans under which stock options have been granted 
to certain officers and employees of the Company and 
its subsidiaries. No more options may be granted under 
the 1951 Plan. 


Treasury shares reserved for issuance under all 
plans at December 31, 1977’and 1976 were 4,150,150 
and 4,443,354 shares, respectively. Of the treasury 
shares reserved at such respective dates, 415,200 and 
718,604 shares were subject to options granted and 
3,734,950 and 3,724,750 shares were available for 
granting options. 

Options granted under each of the three plans expire 
from 5 to 10 years after the option date depending on 
the plan under which the options were granted and 
whether the options were qualified (as defined in the 
Internal Revenue Code) or nonqualified. Options are 
generally exercisable one year from the option date, 
except that options granted under the 1974 Plan in 
exchange for the surrender of outstanding options are 
exercisable six months after the option date. Nonquali- 
fied stock options granted under the 1968 Plan are 
exercisable only to the extent that the qualified stock 
options covering the same shares remain unexercised 
on their expiration date. In addition, qualified stock 
options granted under the 1968 Plan or which may be 
granted under the 1974 Plan may not be exercised 
while there is outstanding any qualified stock option 
previously granted to the same individual at the same 
or ahigher option price. 

The 1974 Plan allows the granting of nonqualified 
stock options with variable price options and stock 
appreciation rights. No options have been granted with 
the variable price feature. Options with attendant stock 
appreciation rights entitle the optionee to surrender 


unexercised options to the Company in exchange for 
shares of capital stock of the Company having an 
aggregate value equal to the excess of the fair market 
value of one share over the option price per share 
times the number of shares covered by the options 
surrendered. The Human Resources Committee of the 
Board of Directors has the right to determine that the 
Company’s obligation in respect of a stock apprecia- 
tion right be paid in cash or part in cash and part 
in shares. 

Proceeds from options exercised are credited to 
capital accounts; no amounts are charged to income 
in connection with the exercise of such options. 

Information regarding options granted and outstand- 
ing is as follows (total option price in millions): 


Dec. 31, 1977(2) Dec. 31, 1976(2) 
Year Option Total Total 


Option Price Per Number Option Number Option 
Granted Share(1) of Shares Price of Shares Price 
TOG, reas $32.63 — $— 45,004) 9 $941:5 
1968 Barts ete 36.66 55,200 2.0 62,400 2.3 
AUG tat 3 ae 29.38 57,250 ilar, 62,050 1.8 
WN org cota eho ee 26.81 66,400 1.8 73,400 2.0 
HOW Siew. sete ohacs 27.00 8,000 a2 9,000 ZB 
AO Ante onhaneas cm 17.91 223,350 4.1 451,750 8.1 
AOD peer cee 21.67 5,000 4 15,000 3 
415,200 $9.9 718,604 $16.2 


(1) At the time each option was granted, the option price per share 
was the market value thereof. Option price shown is average 
per share for all options granted during the year. 


(2) At December 31, 1977 and 1976, respectively, options cover- 
ing 415,200 and 718,604 shares were exercisable. 


Options which became exercisable or were exer- 
cised during 1977 and 1976 are as follows (totals in 


millions): Fair Market 
Value at Date 
Exercisable or 


Option Price Exercised 
Number Average Average 
of Per Per 


Shares Share Total Share Total 


Options which 
became exercis- 


able: 
RWG ereeherea None 
TMEWASE sesh eivct one 15,000 $21.67 $0.3 $26.96 $0.4 
Options exercised: 
19 7i(eetere etter 6,500 21.41 0.1 29.70 0.2 
VO 7Gmeane eae 5,700 18.96 0.1 RE PR 0.2 


Changes in options outstanding during 1977 were 
as follows: 


Number of 
Shares 
Options outstanding at January 1,1977............ 718,604 
Optionsigrantedanne sete cice ie mira aires None 
Less options: 
EXPIrOC)MiiegthSrjsyoiic ace ctrsusyebstort imme oeee ean teens 62,404 
EX@rCISCC)Bacdrnchecnaticren a ocimmrorte nce een tie 6,500 
Surrendered for stock appreciation rights... 234,500(a) 
Options outstanding at December 31, 1977 ........ 415,200 


(a) In payment for the exercise of the stock appreciation rights, 
cash of $427,640 and 72,655 shares were issued. 
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Note 22—Commitments 
The Company leases certain ocean tankers, service 
stations and other facilities including office space, tank 
cars and automobiles under operating lease arrange- 
ments. These leases contain various renewal options, 
purchase options (principally the service stations) and 
escalation clauses. The total rental expense of all oper- 
ating leases in 1977 and 1976 was $122 and $124 mil- 
lion, respectively, after being reduced by related sub- 
lease rentals of $14 and $28 million, respectively. Future 
minimum rental commitments (net of immaterial non- 
cancelable sublease rentals) required under operating 
leases having initial or remaining noncancelable lease 
terms in excess of one year at December 31, 1977 are 
as follows: 
Millions of Dollars 


ETA: Dee RI aor pai ee eS daca eos hey a oe AlG $ 97 
TOTO. ded cctes Bers ioacdlond ave bose seat eRe Ee reee IES 80 
1980) 3 dscciek se Suveta sapere eve hisce GUAT nelire aeencesie eae oeane 63 
ito) :} ee ne eda TOS Om SAS eS Caco oO k 40 
Nk]: reer eee Mein Caries teleacee Sarre ora nin occtainiy B.olSinon 26 
After: 1982) 5 oe cc aie we oie cee sate tore nea OMe ae Ree 181 

$487 


In late 1976 the Financial Accounting Standards 
Board issued a Statement which established new stand- 
ards of financial accounting and reporting for leases. 
Since the Company was in compliance with the State- 
ment in all significant respects prior to its issuance, 
changes in the Company’s capitalization policy to com- 
ply with the new standards had an immaterial effect 
in 1977 and have been adopted on a prospective basis. 

The Company’s majority-owned Canadian subsidi- 
ary has a 16.75 percent interest in a project (operated 
by Syncrude Canada Ltd.) for the extraction of oil from 
Athabasca tar sands leases in the province of Alberta. 
Total project costs for the construction of the 125,000- 
barrel-a-day plant, expected to be completed in 1978, 
are estimated to approximate $1.92 billion. The com- 
mitment of the Company’s subsidiary will approxi- 
mate $322 million, of which $281 million had been 
expended through December 31, 1977. Part of the Com- 
pany’s commitment is being financed through a loan 
of $91 million from the government of Alberta. 
Through December 31, 1977, the Company had re- 
ceived approximately $82 million under this loan ar- 
rangement and the balance will be advanced from time 
to time in amounts related to expenditures made. 
Through options held by the government of Alberta, 
the Company’s Canadian subsidiary’s interest could 
be reduced to about nine percent with a corresponding 
reduction in its investment. 


For information relating to commitments of the nu- 
clear partnership see Note 6. 

The Company has contractual commitments in the 
ordinary course of business for the acquisition or con- 
Struction of properties and for the purchase of mater- 
ials, supplies and services. These commitments are 
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not considered significant in relation to the net assets 
of the Company. 


The Company also has contractual commitments to 
certain companies in which it has equity interests to 
provide, as specified, minimum revenues from crude or 
product shipments or advance funds which can be 
applied against future transportation charges. It is an- 
ticipated that the shipments received by these com- 
panies along with other operating factors will be at 
levels sufficient to provide them with the revenues 
necessary to meet their obligations. 


Note 23—Minority Interests 


Minority interests in the equity of consolidated sub- 
sidiaries, primarily Gulf Oil Canada Limited of which 
the Company owned 68.2 percent at December 31, 1977 
and 68.3 percent at December 31, 1976, were comprised 
of the following: 

Millions of Dollars 
December 31 


19771976 
Capital StocKsinsiiac. ecricieeincl me tes oer $112 $110 
Retained earnings: 2228 ccs sce acter ee 317 285 
Other cee ea ore te etree ere reese taectonrs pee ‘ee 

$431 $397 


Note 24—Kewanee Acquisition 


On September 19, 1977, the Company acquired all 
of the outstanding stock of Kewanee Industries, Inc. for 
an aggregate cash purchase price of $455 million. The 
acquisition of Kewanee has been accounted for as a 
purchase transaction. Accordingly, the results of opera- 
tions of Kewanee are included in the accompanying 
financial statements from October 1, 1977 and the net 
tangible assets acquired are reflected in the accom- 
panying consolidated financial statements at fair values 
which approximate the purchase price at October 1, 
1977. Included in the net tangible assets acquired are 
working capital of $125 million; property, plant and 
equipment of $387 million; long-term debt of $82 mil- 
lion and net other assets of $25 million. 

For 1976, its last full year of operations prior to its 
acquisition by the Company, Kewanee had total assets 
of $389 million at year end and reported net income of 
$35 million on revenues of $430 million for the year. 


Note 25—Replacement Cost Information (Unaudited) 


The Securities and Exchange Commission requires 
the disclosure of replacement cost information of pro- 
ductive capacity and inventories in the Company’s 
Annual Report on Form 10-K. Accordingly, such re- 
placement cost information is included on pages 65 and 
66 in this Annual Report and Form 10-K. 


Note 26—Quarterly Financial Data (Unaudited) 


First Quarter 


Millions of Dollars (Unaudited) 


Second Quarter 


Third Quarter 


1977 1976 1977 1976 1977 1976 1977 1976 
Revenues 
Sales and other operating revenues ............ $4,803 $4,278 $4,761 $4,211 $4,987 $4,631 $5,044 $4,997 
(O}UAEN? TRENVENIUTERS Ge ato set See ine 50 59 59 70 61 56 64 97 
4,853 4,337 4,820 4,281 5,048 4,687 5,108 5,094 
Deductions 
RURGHASCLCOStSamciis, ces tieis iste eas weslerie eres Re caus’ « 2,763 2,410 2,570 2,241 2,829 2,556 2,774 2,808 
Operating, selling and administrative expenses .. 793 708 814 752 868 749 964 854 
Taxes other than income taxes ................. 519 485 569 519 586 542 518 551 
Depreciation metCrepit saa hel ois es le bss Sguneles 147 148 166 157 176 158 195 168 
O@ihemdeductionSweme:aetics vie esos ake oe laos 87 101 108 78 93 115 103 91 
4,309 3,852 4,227 3,747 4,552 4,120 4,554 4,472 
Income Before Taxes on Income ................. 544 485 593 534 496 567 554 622 
Max CSHOMm INCOM Cmer yc a octet casei ateee les lcelac oe wR ae 378 287 377 326 301 375 379 404 
INGtEInCOMOMnrtr cornet Sere ln oe ge $ 166 $ 198 $ 216 $ 208 S195 192 $7175 S28 
Neulncomercemoharem vanes ee deed ie ce ne Cy 433 So $1.11 $ 1.06 $1.00 $ .99 $ .90 $ 1.12 


*The Company reclassified the effect of currency rate changes on Canadian inventories to purchase costs in 1977. See Note 20. 


Note 27—Event (Unaudited) Subsequent to Date 
of Report of Independent Accountants 

On March 2, 1978, a state judge in the Santa Fe, 
New Mexico District Court entered a default judgment 
(without fixing damages) against General Atomic Com- 


pany in the United Nuclear litigation described in Note 
6 on page 32. General Atomic plans to appeal this 
decision, and the Company continues to believe that 
ultimately General Atomic ought to prevail in this liti- 
gation. 


Report of Independent Accountants 


To the Shareholders and Board of 
Directors of Gulf Oil Corporation 


We have examined the accompanying consolidated 
statement of financial position of Gulf Oil Corporation 
and its subsidiaries at December 31, 1977 and 1976, 
and the related consolidated statements of income and 
retained earnings and of changes in financial position 
for the years then ended, and the supplemental sched- 
ules on pages 65 to 67. Our examinations were made 
in accordance with generally accepted auditing stand- 
ards and accordingly included such tests of the ac- 
counting records and such other auditing procedures 
as we considered necessary in the circumstances. We 
did not examine the consolidated financial statements 
of Gulf Oil Canada Limited and its subsidiaries, which 
constitute no more than 13 percent of total revenues 
in each of the two years ended December 31, 1977 and 
17 percent of total assets at December 31, 1977 and 
December 31, 1976. These statements were examined 
by other independent accountants whose report there- 
on has been furnished to us, and our opinion expressed 
herein, insofar as it relates to the amounts included 
for these companies, is based solely upon the report 
of the other independent accountants. 

As discussed in Notes 6 and 16, the Company, a 
subsidiary of the Company, and a partnership in which 
the Company has a 50 percent interest are involved 
in a number of legal proceedings concerning uranium 
matters including the alleged effect of certain foreign 
marketing arrangements. While the Company believes 


February 28, 1978 


that the resolution of these matters taken as a whole 
will not result in a material loss to the Company, there 
have been developments in 1977 with respect to these 
proceedings and we are unable to conclude on the 
possible effects, if any, on the Company’s consolidated 
financial statements of the resolution of the uranium 
litigation. In our report dated February 23, 1977, our 
opinion on the 1976 consolidated financial statements 
was unqualified. However, in view of the current un- 
certainty, our present opinion on the 1976 consolidated 
financial statements, as presented herein, is different 
from that expressed in our previous report. 

In our opinion, based on our examinations and the 
report of other independent accountants mentioned 
above, and subject to the effects, if any, on the consoli- 
dated financial statements as might have been required 
had the outcome of the uncertainty referred to in the 
preceding paragraph been known, the accompanying 
consolidated financial statements and supplemental 
schedules referred to above present fairly the financial 
position of Gulf Oil Corporation and its subsidiaries at 
December 31, 1977 and 1976 and the results of their 
operations and the changes in their financial position 
for the years then ended, in conformity with generally 
accepted accounting principles consistently applied. 


FReee U4Ghiie 4 Ga, 


600 Grant Street, Pittsburgh, Pennsylvania 15219 
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Sales and Other Operating Revenues 
Including Consumer Excise Taxes 
Billions of Dollars 


——{.| Foreign 


| United States 


1973 1974 1975 1976 oa, 


Employed Capital 


Millions of Dollars 
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Five-Year Financial and Statistical Summary 


Net Income 
Millions of Dollars 


fe} Foreign 


United States 


1973 1974 1975 1976 1977 


Total Capitalization 
Millions of Dollars 


Long-Term Debt 


SoH Shareholders’ Equity 
9000 


6750 


4500 


2250 


1973 1974 1975 1976 1977 


1977 1976 1975 1974 1973 


(Dollar Amounts in Millions) 


Total EVEMUIES). | ¢ cg/6.8's Gio ral Ge ern Oe ERO ll ee $19,829 $18,399* $16,050* $18,199* $ 9,996 
“00 TISSTON 6 Sc 37 ES ee a $ 752 $ 816 s. 4700 $ 1,065 $ 800 
(SET CHNTICIEINCES oo: cro ioge ECCRc ante RU eee $ 360 $ 336 G3) Sieh $ 307 $ 296 


Per-share data 


Net income 265 G9 OGRE OF CEL GW ee $ 3.86 $ 4.19 $ 3.60 Sue.4 71 $ 4.06 
CaAShEdiviGChUSMI ERM ety eee sks sb ownathe Sk wlohe $ 1.85 3 Aleree! ee A) $ 1.58 $ 1.50 
iS HARGNOIMETSMBCCUITY Ack ana oe) oc. Gis dcote cee cen $ 37.63 $ 35.62 $° 33.17 $ 31.28 $ 27.01 


Financial position at year-end 


@tinen@asse Swett r sees i ka aoc ele ue can $ 5,187 $ 6,179 $ 5,473 $ 5,774 $ 3,918 
(CHUTE LHI LOOT LH EKY a, a ces ect een meer ee Rea ee 4,232 4,191 3,738 4,064 2,404 
VOGEL MC a Dit cll ere ee crter cs ster oh Valls laravcckcsig a rmuie vhemueter x 955 1,988 dro 1,710 1,514 
PGES. 91,0 d6-a08 chee ee Oe AO ee 8,332 6,632 6,236 6,035 5,468 
Investments’ and other assets ...............2.:2505%; 706 638 716 694 688 
ER OLOVeCmcc (ital arpa nttrers eters aon. (varsy is. v! ovuncatenstistes dearov 9,993 9,258 8,687 8,439 7,670 
BONG RICTHIMECO Dtmenei mare sant ieua.crs vera avsieb sis dn eave areee awd « 1,307 1,168 1,294 1,471 1,608 
MIRO? (UANWETRESUS mace Seige. cn ora ee One nen eee 431 397 353 314 266 
@iherlong-tenm, liabilities 55... .-..60.c0neen erences 918 751 582 565 467 
Net assets (shareholders’ equity) .................. $ 7,337 $ 6,942 $ 6,458 $ 6,089 $ 5,329 
TOR BSS: 4 cccac Gere Oe eA Cena $14,225 $13,449 $12,425 $12,503 $10,074 


Changes in financial position 
Funds provided by: 


[NET MGC o..<..5°S-B b Gack. ccna ke Or Een an $ 752 $ 816 $ 700 $ 1,065 $ 800 
NoneasiinGOmentCMSonae ss 4. 5506. os saw en ene ede wes 833 746 839 Ue 760 
UNG SMEOMPODCRAUONSHate tset ose se. eb cae c ace swe a es 1,585 1,562 1,539 1,797 1,560 
INGWastlihell GI memset nie ey ce clase ol Fors AIM eas ce k ahh saree de 233 156 156 fs} 60 
CHMGISMGE -o 6 0. abc on0 Bie LOR ee Ieee ero 269 525 264 280 310 
2,087 2,243 1,959 QWe2 1,930 

Funds used for: 
Properties and business investments ................. 2,523 1,378 1,229 1,406 823 
Reduction of long-term debt and production payments . . 171 211 225 243 397 
[DRAINED 2.5 0G: bc Oro OL ee An nee 360 336 331 307 296 
CHGS oo o:8 cred Seb MORACEAE cee ee nen en renee nee 66 65 149 — 344 
3,120 1,990 1,934 1,956 1,860 
Increase (decrease) in working capital ................. $( 1,033 ) S 2x $ 25 $ 196 $ 70 


Capital and exploration expenditures 


ISM KDC GICUNES mMrstietereis y siete (sa ae iss ssi s wos Gishele tsi $ 2,054 $ 1,362 Sal poi $ 1,399 $ 784 
Business investments, including Kewanee ............ 469 16 98 Uf 39 
EX DIOLatlOMnmeXPOMSCimeies gard ones suale ls o%e ere owls elons wie ear 222 160 133 125 80 
DIVEMOLGEOX DEMS O mem rorte iets te enete ie) oe 6 eveie o ouel wrote 8 wiles 268 204 184 130 76 

$ 3,013 $ 1,742 $ 1,546 $ 1,661 $979 

Wages, salaries and employee benefits ................. $ 1,134 8 ae $ 963 $ 810 $ 739 
EMPIOVeEeS at VOal-CNdeans. ce... cso e cet erearuee 59,400 53,300 52,100 52,700 51,600 
Shareholders at year-end ...........2: ee eee eee cence 352,553, 356,768 375,191 372,415 347,731 
Weighted average shares outstanding (in thousands) ..... 194,950 194,804 194,710 194,658 197,250 


“Restated. See Note 26 on page 43. 


The results of operations of Kewanee are included above from October 1, 1977. Total operating data in the five-year statistical summary 
includes 100 percent of volumes of all consolidated subsidiaries (more than 50 percent owned) and equity interest in companies owned 50 
percent or less. The volumetric data included in this five-year financial and statistical summary also includes amounts related to Kewanee 
from October 1, 1977, except that chemical volumes exclude Kewanee amounts because of the differences existing in the chemical mix and 


because there is no readily available conversion measurement. 
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Five-Year Financial and Statistical Summary (continued) 


1977 1976 1975 1974 1973 
Net crude oil produced, including participation 
and long-term purchase arrangements 
(daily average barrels) 
United States 
Galiformia=—OnShoreae. ite eee ene 7,700 8,600 7,900 6,100 5,600 
OffSHOLE hoa Biro te Oey 4,300 5,000 5,600 6,200 6,900 
12,000 13,600 13,500 12,300 12,500 
Louisiana—onshore? sas war eee ney ieee 58,900 61,500 68,200 80,700 96,800 
OffShoOre: Us diay wane een Gene 61,300 57,000 50,400 53,300 64,400 
120,200 118,500 118,600 134,000 161,200 
TOXAS: i) 2 o dca ee Ie eer ac ne eee 141,600 144,100 161,700 183,800 197,900 
MiSSISSIDDI vss ccite sora ares ee nae er ree 17,700 18,300 20,100 21,700 22,600 
New Me@XiCO:. 25 acrracracunvormene ices eute) ars eer tmenans 11,200 11,400 11,400 11,300 11,900 
Oklahoma iced ants trancaetiavaascciuceeteeeae aire are cetera 9,500 9,800 10,200 11,000 11,700 
Utah oe Fis eaten de senses ihc ate ie eres conor tO leat peer ane 7,800 9,700 13,100 15,400 10,000 
Wyoming)? SS ukenueonrs once earner eer eee 6,700 5,800 5,900 6,500 7,000 
North Dakota o...c0icae Gee eae eticerarrene casera 2,300 100 100 100 100 
KANSAS wie te.t woh uedeic hiciec oor a att ogee apa eieee meareane 1,800 1,200 1,300 1,300 1,500 
Ar Kansas) ia tly «da ace epee yey Soaps pinata a) Genesee eae 1,600 1,300 1,100 900 800 
Colorado es yarswadias ai ote SUN ec anc renee 1,300 1,100 600 400 400 
Others fires ocuhaee eaoe cl eee nen URI err eter ae 2,600 2,800 3,000 2,200 2,100 
hotahiUnited States ir amrce cee aioe 336,300 337,700 360,600 400,900 439,700 
Canadas sis crGt tala Heels @ oon ne eae oemeree 66,200 71,000 79,900 89,200 113,400 
Latin America 
Venezuela—-Equity sins as uienuderi enact herrea — — 146,700 161,400 166,600 
Long-term purchases ............ 95,500 98,000 — = = 
Ecuador—Equitysem ceed orn iene rene — 67,400 49,500 65,300 86,600 
jotal, LatinvAmenicagy anes erie yen cress 95,500 165,400 196,200 226,700 253,200 
Middle East 
Kuwait 
Ke TUTE A iene Coa ypttrces eatieee taarttnt cee Realty erat 1 Buna ohty — —_ 120,800 531,100 1,039,500 
Participations purchases ans sai aan — — 86,100 521,000 346,500 
Eong-termspurchasesinnnimiieiaia rein recaer 439,000 520,900 454,300 _ a 
439,000 520,900 661,200 1,052,100 1,386,000 
Iran 
EQUITY Pee et acshataca seaeorecencn aie Hieeitvansa ened Seta oe eee — — — — 70,600 
Eong-tenmrpunchasesi inn. sai caeetbeierenaen ies 305,400 310,600 331,700 293,000 236,200 
305,400 310,600 331,700 293,000 306,800 
HhotaleMiddleviast Waseca amie aeee ce ieee 744,400 831,500 992,900 1,345,100 1,692,800 
Africa 
Nigeria 
EQUITY iitac fv lt Shaan ahi ee eee 130,800 131,800 102,200 297,700 364,600 
Rarticipations puUrChaSeSi nia aue eee ee 99,700 97,500 79,600 71,400 = 
230,500 229,300 181,800 369,100 364,600 
Angola—-EqQuity axe tenepent ateon tee eee 122,700 77,700 133,800 150,700 144,200 
Gabon=Equitya/ aie sabi mrsrsbes oe tae aaa ea 2,600 3,200 4,000 ad Sree 
Zaire—Equityes jasmonate esis tee eae 10,800 12,300 = ny, is 
Total Africa’. .nicimemcanie ait eee 366,600 322,500 319,600 519,800 508,800 
Equity interest (Other) gg. 5 5) ee 2,200 2,200 2,900 3,000 4,200 
Total net production, including participation 
ancdalong-term PUnchaSesmnian eae 1,611,200 1,730,300 1,952,100 2,584,700 3,012,100 
Gross crude oil produced, including participation 
and long-term purchase arrangements 
(daily average barrels) 
United States: jc) nay ds avetes orien ae ene 432,300 400,700 426,500 476,500 525,000 
Canada oe jacpatittnces acer 2 as cave cen eee 102,300 106,100 117,100 127,200 136,300 
Other) FOreignici ste ee eee ee 1,285,700 1,515,300 1,598,500 2,143,600 2,521,600 
Total gross production, including 
participation and long-term purchases ... 1,820,300 2,022,100 2,142,100 2,747,300 3,182,900 
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1977 1976 1975 1974 1973 
Gross Net Gross Net Gross Net Gross Net Gross Net 
Oil and gas acreage at December 31 war: mera ie reo 
(thousands of acres) 
United States 
Producing 
Cn SAD) sees Oa 4,712 1,800 4,232 1,576 » 3,878 1,523 3,580 *1,461 35051441 
GiSIRORGmrmmee ie ke oe ice cco) dea cba 287 172 233 158 213 156 185 146 178 144 
4,999 1,972 4,465 1,734 4,091 1,679 3,765 1,607 3,683 1,585 
Nonproducing 
@NSNONOMeT SS oles sate wuicd deena ee 22,618 13,111 18,203 10,491 7, olAme 99112 16,837 9,558 12,564 7,439 
COMTO® 05 se oa 593 329 523 286 483 266 381 172 259 118 
23,211 13,440 OR 20m A Ontateta 17,997 10,178 17,218 9,730 12,823 Uo 
SGA) oct) 28,210 15,412 23,191 12,511 22,088 11,857 20,983 11,337 16,506 9,142 
Canada creel phon Sis rE? 
OCH CHG: 9its0.) ae 1,948 1,093 1,831 1,003 1,622 874 1,614 903 1,559 855 
INOIMOROCUCING Met ctescccc~ a 6 ccc c aes ci. 110,364 23,620 86,902 24,169 91,233 25,203 80,772 23,728 86,264 24,813 
TRCUEN|| 5: cfs ic cn RRR eon a ne 112,312 24,713 88;733 ~25.172 92,855 26,077 82,386 24,631 87,823 25,668 
North Sea—nonproducing ............... 3,765 1,020 2,031 760 2,141 821 2,533 958 25,080 4,431 
Africa 
ob OTe: Da aa a 2,595 1,868 5181. 3,037) 419349 2.914 4,934 2914 4,793 3,570 
NOMBLOGUGCING Mets cin. snc 6 4 erssasiee 7,049 3,803 12,205 5,012 26,747 20,509 30,499 24,055 27,852 22,202 
VOU). & 3- 0600 cb Olea nee 9,644 5,671 17,386 8,049 31,681 23,423 35,433 26,969 S264 52a wane, 
Other Foreign 
PIMe(e UGH) < > 8s Ga-6 0 CAREER EO CRE ae _— — — 2,824 1,043 4,472 1,525 4,534 2,050 
INO DROCUCINGWeertaaie 6s 6d aes sees es 4,497 1,729 — — 443 167 443 167 988 556 
UGE o we 6OS-68 6 OE eee 4,497 1,729 —_ — 326i, 1,210 4,915 1,692 bo22 2,606 
For additional information regarding the Company’s oil and gas acreage, see Form 10-K, Item 3 on pages 57 to 60. 
1977 1976 1975 1974 1973 
Gross Net Gross Net Gross Net Gross Net Gross Net 
Wells capable of producing at December 31 
United States 
OM) oo 5 om5 06 6 6:8 Oe CII OE One 37,577 14,333 33,196 12,037 °32:476— 11,726 33,661 13,519 30,876 13,181 
GES» o anv bod Oe Ot COE eee 4,078 2,159 3,502 1,719 3,397 ODO 3,975 1,754 2,954 1,705 
TOE] * sos.a 0. 5-O.ch ORT OTO ORI CIO eR Ren 41,655 16,492 36,698 13,756 35,873 13,381 37,636 15,273 33,830 14,886 
Canada 
CUI} ss n-c avo ovd-0 0: DiGLOiey CGE ECR Rn ana 5,507 1,210 5,487 1,207 5,471 Ws 5,451 1,184 5,578 1,203 
(GES) G o.occ.0-&:6t010- BrCl o CNCRS Row On RN 1,039 289 920 230 867 225 839 216 829 212 
TUE 5 3 aS o'bis oo eo ClO eee Enero ROE nee 6,546 1,499 6,407 1,437 6,338 1,400 6,290 1,400 6,407 1,415 
Other Foreign 
OM oo ceed Be Choe OO ORR 449 248 422 234 5,289 2,108 5,903 2,365 5,738 2,438 
(CES 2 Soro eb tes anol o eS ene 1 a 3 1 22 8 23 8 23 9 
MILAM IR aioe esos sia ie aye se eo eo 450 248 425 235 5,311 2,116 5,926 2,373 5,761 2,447 
TORU) ice: eye) eusiolt OOO One nnn 48,651 18,239 43,530 15,428 47,522 16,897 49,852 19,046 45,998 18,748 
Wells drilled during the year 
United States 
(UM. Cod oo oreo 61d 01D OLS ORS ICE 981 595 1,170 474 919 466 879 450 624 289 
(CES. upload Ga din CO uIO Ge Oe CIC EEO 238 162 169 99 129 62 100 41 73 40 
ISINY co odo Gb Oy 6 GOIO COI RNCES CRenCnI ICE ncaa 238 169 138 98 116 67 110 68 89 59 
TWEET? on ¢ o @heatnndlO GOD OR One RON nnn 1,457 926 1,477 671 1,164 595 1,089 559 786 388 
Canada 
(OM 5 so:teas wre: co er eecleOne Ate ORIN CRCNOM OIE. Caen 39 24 ale 12 16 8 30 12 25 7 
(GASMNEE TEC ante slaves wile sinew newes 86 52 Om 29 41 18 27 10 25 13 
IDIAY o poked 6 tb en0.0 0. COI nS CIO IIo acne 49 33 37 18 37 19 27 15 46 29 
TCUEN G3 vin a tien on 0.0 She CS ee 174 109 124 59 94 45 84 Si/ 96 49 
Other Foreign 
OMll cold ad bo 2 6: CHO NOIO Gen eRe CIRC 24 9 36 15 126 51 231 94 175 103 
RE! oi ulio lS Oe cenEee 1 _ 4 2 2 sas — -- = — 
DIARY wo vleS By bit 6 00 GIO EROIOID OEIC CnC eo 26 8 25 10 52 22 61 27 65 39 
TOE) oo wo ctog 6 6 ol UO ORI Earn 51 17 65 27 180 73 292 121 240 142 
IROUEI) o-oo screech oc) OOO Cla Iona RO 1,682 1,052 1,666 eit 1,438 713 1,465 717 ahle2e 579 


n which all or part of the working interest is owned by the Company. 


r number of wells i : | 
ee 2 vePresent the total interest applicable to the Company, that is, the sum of all fractional interests. 


Net wells represent only that part of the working 


47 


Five-Year Financial and Statistical Summary (continued) 


1977 1976 1975 1974 1973 
Net natural gas liquids produced (daily average barrels) 
United: States: 7 Sno a epoe artnet te Sr anor ale eee re tec 65,900 60,800 64,900 75,400 80,100 
Canada! ia ry Se ator ee eo CE ee ce tenet menstae eter meen 10,100 9,800 10,900 10,000 11,500 
LatincAMmericad.c.cdin denn. see e SariGeeyueroceenemeetemal ets Rar cgcis nett ieee _— — 2,000 3,200 3,900 
Middle: East (5c 2545 ccihs bretetercteks tecnico nee ch eke meter ace —_ — 10,200 26,800 32,700 
Total! (cc. oss schencre oye co reletec ices veneers Res ationepet os ae aeiememers 76,000 70,600 88,000 115,400 128,200 
Natural gas liquids sold (daily average barrels) 
United States sce Sata io eee cee tere doe eons ae teh nen ecto nee 123,200 100,900 90,000 86,700 122,300 
OFT iy:\0 (: RnR eee Sree cei ch om So mai.e Oo cee ss bbe ow 28,800 29,700 27,100 24,900 24,600 
Latin: America 80:5 a oie sree aieutineie kets cartel action cree eee ters 6,200 3,600 2,800 6,500 5,500 
EUFOPG: 5 Lick lect edabe a egnaviele woe teue papel sec Me oti ottoman any creseatearsnesdamener 9,000 8,000 8,300 8,100 8,000 
Middle Bast |. oc a ik thos eee ree eee ca tant ees ea Bement — 400 10,900 24,300 35,600 
lt: eae ee PRS Clin cme ote mimetic ues ae 6 Anh se 6,000 4,200 3,400 2,400 1,800 
Bel t:| Meer ean Ure her ihc eee Wan od, Gan ae eo Oa e 173,200 146,800 142,500 152,900 197,800 
Net natural gas produced (thousand cubic feet per day) 
United States 
NU). ¢- eee Pera Rey ear SEG, cnet Wo cotoic cramer aio cinch 807,500 794,100 974,600 1,118,900 1,234,000 
Lovisiana—Offshore se ciises. qecsetanprtkae ounce cans r en 579,900 399,600 429,500 436,600 536,900 
ONSNHOPEE. «icone icaa pono hele casbars ere re epeichetcee hate 163,800 198,100 245,400 302,900 368,300 
New: MexieO i iy) are ca ot co maieneen acre atk Ore ere ee ements 171,500 168,100 154,400 156,100 150,100 
Oklahomay’s ssc 325.422 APG oe eee ae ele ea eee 68,400 69,100 71,300 69,200 66,900 
Oth cece oe Hae Seratatiss Ser gia ste ole one tole eerste oka oie ea ree ave ane 73,800 83,500 83,200 99,200 120,400 
1,864,900 1,712,500 1,958,400 2,182,900 2,476,600 
(OF Tay: (0 [= Meenas DIN eae UA Ne IAs. GPS en ote ceasing hen 7s ats cre 301,800 322,600 369,300 405,500 434,300 
Latin AmeriCarss coe:t: as tresncrctke aint er teen rcarene tare ee —_ _ 98,700 99,500 91,000 
Middle: East ics: oo pat anc tlelsiae etmm er teem rogaine aire tencelee nee. —_ — 7,000 340,500 358,500 
po) =) reer area IORI eR aca cartels ob rri ney Sete nhs a) are 2,166,700 2,035,100 2,433,400 3,028,400 3,360,400 
Natural gas sold (thousand cubic feet per day) 
United States 
Regulated 
TOXAS  EAStenn? Snsctonks ue ates a etacantue che Se Sea eee eter 592,400 361,900 357,500 391,200 509,100 
Other 2 Sis tacts cas Bucthcas oh aerate TT ROU a eon ne era 893,000 991,900 1,172,900 1,211,800 1,358,500 
1,485,400 1,353,800 1,530,400 1,603,000 1,867,600 
Nonregulated ions sie is ccc errant oniete pitrte cere reek, eee 553,100 510,600 540,300 701,700 764,100 
2,038,500 1,864,400 2,070,700 2,304,700 2,631,700 
Canada eee ee ene e ee ene ee ener eee n nsec enero nes 431,100 455,000 481,100 492,200 499,700 
Latin AM@ViGa Socio tsaie ckece Seal a ale eee nae eee fon are — —_ 123,300 122,000 99,500 
Middle-East... .: 7m cycrsiecehacche unreeei occa teat ol een nt oe Arta ee on — 7,000 44,500 114,600 
Total ssische dX, 251 Seto tiara ta ger chee ene ake See tna ie eee oa ena 2,469,600 2,319,400 2,682,100 2,963,400 3,345,500 
Chemicals sold (millions of pounds) 
United States 
Benzene and, other aromaticssm anne yee anne eae ee 1,650 1,630 1,270 1,630 1,640 
Ethylene and othernolefins > scence eee eae 2,000 1,640 1,250 1,490 1,480 
Plastics eae Leen ead ewe sees aede ssp egw ce Gaineemee 660 500 390 530 490 
Blasting .materialsie.isicat on cee eer 420 380 430 420 430 
Other oo og Ae har as eee 1,760 1,560 1,520 1,800 2,420 
6,490 5,710 4,860 5,870 6,460 
Foreign 
Benzene: and other aromatics 2: saqcrni settee eee 920 900 760 1,310 1,190 
Ethylene and other olefins: . seescemccte ieee near rae 1,340 1,490 970 1,190 1,280 
Plastics as-is Saleh alain yceeie eet Oe ene te ee en 220 160 200 170 210 
Other ys av sl il en 1,850 1,670 1,430 1,820 1,560 
4,330 4,220 3,360 4,490 4,240 
Ls) (: | aOR Teme tA Gi aan a SA wes ois Salat worn -o be 10,820 9,930 8,220 10,360 10,700 
Coal mined (thousands of tons) 
United States 
SUMPACE oo.8 cd Vi aes sos Lae Uc ee a 7,100 6,500 5,700 6,000 6,500 
Underground. y. a oisciod oc tee ee 1,400 1,400 1,600 1,500 1,600 
TORAL Se cision vin wo! soate a le Ob. 9 ORES ER Ca oe 8,500 7,900 7,300 7,500 8,100 
Uranium produced (thousands of pounds) 
United States»... liso. cite ice eae ee 60 — _— — —_— 
Canada co vame nat Scan oe deus | cee ee 2,570 1,900 370 — — 
Total: oF clas waleahvie trad 8 ieee Aa 2,630 1,900 370 — — 
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Refining 


Capacity 
12-31-77 1977 1976 1975 1974 1973 
Crude oil processed (daily average barrels) * 
United States 
ROTteAGt Um CX ASM wc meen tnt cutee aneete An ae 334,500 290,600 304,500 289,200 299,500 307,000 
Philadelphia; Pennsylvania’ .5:......-....0-0.... 201,200 203,100 153,500 156,600 176,700 164,000 
AllianCemeoulsialiduemeacats ort camila at cet ¢ 195,900 197,300 200,700 134,200 154,200 181,600 
WOleGOmOIlOmenerntris. cere reeds o.des cnrs crae bow ee 50,300 44,100 42,800 46,800 49,900 49,200 
Santammesopnings, Callforniauri sence ene nae 51,500 46,200 49,200 45,700 47,100 45,600 
Cincinmatin@ WtOtrme. ome: er caveciert en aero. 42,700 39,700 43,600 38,000 40,700 42,400 
VeEniCemMouisianawmt pts eer cts seen tui tate 28,700 19,300 18,400 19,200 20,200 17,400 
enculesm GalifOnnia mrccic ee cae ae eta cee ees es — — 1,900 19,900 19,700 21,000 
Processed bysothersiomGulfimnncccit ac. on an — — — — 5,000 a= 
otaltUnitedistatesmenemm ee ders ie aso sais 904,800 840,300 814,600 749,600 813,000 828,200 
Canada 
Al Derlamermrcterce soir cn te ements ch truinre oe saraveals Sears 83,200 83,500 72,400 77,900 77,600 70,200 
QUeGDECRere ec sitaicicard. 6 Reise sss ccigeske cits Ge oes 77,300 72,100 63,900 62,300 69,100 70,400 
OntanlOmerrterartecia jolts cle ston uieeo ean ee cms 79,100 69,700 60,900 58,600 62,700 57,300 
INOVaAESCOtl age rny pare csi ciciercie ters oars ain 4 81,000 66,100 46,000 53,000 71,300 79,900 
Britishacolumbidtumenwerrs ts rec iet a joe sas are 44,900 41,100 44,600 43,900 44,200 43,800 
Sas KAtCMOWallmewe rie rc siaticiecaa cee a wre Aiea avadert ora 13,300 6,300 6,300 5,400 3,700 3,300 
PROCS! 1h UME ele MEIN coucdnonnenasosuue — 100 1,300 2,300 1,900 2,300 
NOtalkGamad awercrse seen cls isto cis Soc ce aes kites 378,800 338,900 295,400 303,400 330,500 327,200 
Latin America 
WGheZzlelaMmrmwrr ste se occ meri: 2052 so ete teiaia-< als — _ —— 75,500 96,000 85,600 
PUOKOMRICOMrw a act reters sts see oes cue aescepsveien tralian ae 37,800 33,400 34,600 35,200 34,200 26,700 
ECUAC Ofmerrritete stk crcl Ata ot Ge ae ha wes 8,000 7,200 7,300 7,200 7,000 6,300 
MOtalMleAtiWAMOCICA ste crccs cic te viaterare snore tere ens 45,800 40,600 41,900 117,900 137,200 118,600 
Europe 
Wi GS meer PIE er onrce aire: sta) Snctected wie ust ch ch vigdebcieea Gla 103,000 52,400 49,500 45,800 66,100 93,600 
Nethenlandswerenmers as ck. cunccttitee ters cas aes 94,000 66,200 64,600 49,700 72,300 83,000 
Demimarkwaresersis teed. cy ec ctes Scdcrerscane of sacs aue ate 98,000 67,600 74,100 70,000 88,100 90,900 
[Lal VaR Rye easter sia Geet. ado rcoele s Onusievee eae os 82,500 57,900 64,100 59,100 68,300 57,200 
Equity Interest 
ERANCOm (iGo!) maermetsrmese re seca els ie capeessshecenehcee 612 77,100 57,500 50,800 54,000 65,000 62,000 
Spalmp(G4cc) wrens crete cee nese cars ss estes. hls sae elise 48,300 41,900 47,300 48,300 49,100 53,100 
SSWATZ EVAN Clim (25 Vo: erecta: ysl suction seers ora iey ere. 6 14,800 15,500 14,600 13,700 15,200 13,100 
ProcessedspbysotnehcuOls Gulfisuerame veuee ce eee. os —— 10,900 20,700 35,100 38,700 34,900 
MOtAMEULOP Gites aay sete cucey sustious ob ance erste eens Sie, 200 369,900 385,700 375,700 462,800 487,800 
Middle East 
IU Walters octet ee strie ecsucile ¢ wil os ereere worse a= — — 3,600 59,100 76,200 
REIN o ois G.d Hideo 66, OCI One ee cn ete — — — — — 4,700 
Processed by others for Gulf -.........-.-.6.00- — 13,600 15,100 20,400 20,800 15,900 
Ota MIG Gm eaSteeemwrs tc gerncycieten. alenerey ce ai — 13,600 15,100 24,000 79,900 96,800 
Asia 
VEIMEN) odc-coldcs nc oto cbt BOO eie ocr on 12,400 12,400 11,300 12,100 9,600 11,400 
Equity Interest 
Korede(S0 Ss) Meera nee acre eid ctets os. suaisticte) opeietos 123,000 111,800 100,600 89,600 82,800 74,700 
OKinaWaa (4576) meme ee tetetcen eel sielnnstareieschinte he avalon 40,200 32,800 32,000 28,600 35,200 31,400 
Processedapy othensson Gulf cameras cecilia — 5,200 — —_ = phe 
TROAIIASEY coc ono bob come oes name ctore aon 175,600 162,200 143,900 130,300 127,600 117,500 
TREE oo o y-o-cv0 tid 00.0 EO OE OE ORS Resr oes 2,022,700 1,765,500 1,696,600 1,700,900 1,951,000 1,976,100 
Percent of refining capacity utilized 
Wintec! SEIS: oc osnudoedeoepoo unde) loo pope Oc onomuootoda Gee 93 92 87 93 96 
FROWN oseocbob God oo bu a aciomere noice OOO labo TInGum cine. 70> olaid 80 7) 75 83 85 


*Includes crude oil processed by the Company for its own account and for others, and by others for the Company’s account. 
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Five-Year Financial and Statistical Summary (continued) 


1977 1976 1975 1974 1973 
Refined products sold (daily average barrels) 
United States: 3 bcc C alias ie Sic e Are elves Ce a IER crea NCR ie eo en tae Recent a 821,900 828,600 805,700 860,600 911,800 
Ort 1:10 | ee eee reo ile 6 a ile) a0 0-0-0910 .6 9 66 286,400 258,000 263,500 268,300 267,700 
Latin Ameria’ {occa bcc eel teojetera'e acd eaten ae cee ae ie 65,400 60,500 79,500 83,100 76,700 
EUOD@ 3. v's civ Sie 4 wetness locally ol dey ene teeta ea a ee 325,200 318,900 320,100 297,400 352,000 
Pt ee eaten Ne EMM OEmnIa SN NG Gidinlecd ob nga 0 38 00 154,900 138,400 122,800 112,500 107,000 
Other Eastern/Hemispmener ears. err en tareismetaieenetteiceceteantele eel 15,300 4,900 18,600 50,900 75,900 
Total hihe-e cea 2s elle Cee iS RE rec ee ee eet 1,669,100 1,609,300 1,610,200 1,672,800 1,791,100 
Refined products sold (daily average barrels) 
United States 
GaSolirie ie dicccore See ia hates etape ne Sherer eee mee ced ee eae ere 469,000 479,600 467,900 476,300 502,600 
Distillate: cicihy Ggiie me scvtecnie ow Ge otc anerel Ge nay otc Saar mec we 228,400 213,500 208,700 232,300 229,400 
ReSidtals sa jc cg die fblace Scans uterelcone aes Rarer Nn eee wn ea eR ene 53,900 61,500 64,000 69,200 97,000 
KeroS@ne: bi 8 cnicm ere mneares wileee eee eRt IL Caen ee etme 42,800 41,000 39,800 47,000 45,700 
Lubricating: Olle! wc. oc ie iiiia a orate vee aeremeeoea telronea eRee gee 12,800 10,900 10,000 13,000 14,900 
Other manufactured) Ollish seus saws ae stoner ee te neeae eea eet 15,000 22,100 15,300 22,800 22,200 
Total Winited’ States. yin ck ears cee eetn ee eames 821,900 828,600 805,700 860,600 911,800 
Canada 
Gasoline cy ciiis Seis 8s, she outer ROR ORG Le eee 114,400 106,500 105,800 108,500 111,800 
Distillate ecco ee & Rls ee cease eo nee ne eer 90,700 82,100 81,900 85,400 84,400 
Residual soe. cee seacdeniseatey ete acess Si aE Ter een 48,700 38,900 42,100 41,900 40,800 
KOPOSEIG 6s a ucanecscas rete ooRE ce Rie coer Sato aM toh RLU cant a tae a Deon tances 3,000 2,800 1,600 600 500 
Lubricating oils eta ie stitercencscaiar eee ee ee eer 2,500 2,100 1,900 2,000 2,000 
Other manufactured: ollis ay a5 cece ee acne ene 27,100 25,600 30,200 29,900 28,200 
otal Gama ay ie wd ceeees ae ne ee fee ee eee tear eee fre 286,400 258,000 263,500 268,300 267,700 
Other Foreign 
Gasoline) ae suet sracke Gy hscies ce cu ee eae SR oe aero On On a NT 86,300 81,000 89,800 82,500 95,400 
Distillate avis tas Gers doestevn aco erue: 6 cues cer ee eee eae Re ee ae 171,500 159,400 167,900 151,000 185,800 
RROSIGUAT taht rita s Uns data cp mate rcudth cine trees ee 209,300 200,000 214,400 239,100 253,800 
KeEfOSONG i. Os, a aioe sid ssa eateatonsne eal elane aang ae ao Rn ae ee 30,800 29,100 24,000 21,200 24,200 
EUDriGAatimGicOllsS yes cy. ce a ahorchere ue ea cetee earner an oe 9,500 8,600 6,500 9,600 10,700 
OthemimanufacturedtollSminc cru ae on en ee ener 53,400 44,600 38,400 40,500 41,700 
otalsOthentFOrelaner, wacccccsn hee mace eters eee a mee 560,800 522,700 541,000 543,900 611,600 
Obed lease ceca nicaec ame i bite ay petia, rts Glee fois Ray ee MORES ge 1,669,100 1,609,300 1,610,200 1,672,800 1,791,100 
United States imports (daily average barrels) 
Crude oil from 
Nigeria RHEE a earhan a letia edlaty VU eI Neat O aa IG. ERE aCe ae em ea 234,400 203,400 118,800 160,900 59,700 
LADY ea Socata) sthealls tenet’ Sel ato eeitterae: gata ate ea ce ORR ee ee 45,200 43,700 13,800 oe = 
UnitedArabiEmiratessiarue ccatee.sedmawie ces deeet aaa een 38,900 17,900 aa = ae 
AIG SLA eal am a atenrels Grade a er iy AA ye 17,900 8,400 5,400 1,400 2,800 
Patil e (ol ke tena coerce Macarena Mi RMN RCNA cla Yer oun Mackin: dy Bistro 12,600 6,200 60,900 34,200 37,600 
NOM Waly vier tela cetia tte alien airs tora@oen sini ectnen ls eae ee Aneta 8,800 — 1,300 a rae 
Venezuelan catourtinseurune% cacocmite eda ce nicle net eae ae en ne 7,000 1,200 13,900 19,800 18,900 
Gabon DPR eee eee e dete ae ee neh enews sea sede cae 4,300 5,900 2,900 = cr 
Satidi Arabian ®.eenas ts ates ccraitene cers Gate ares ane a 1,300 2,700 3,100 1,300 2,400 
LAIN Dit Ee aon at Sirs hd Sci —_ 20,500 a = Ne 
Caine ae Stiles tuesicuses. siesta lectuny ol tetwe eMN Uae ee meetin mtn mS — 5,700 14,600 22,400 28,700 
ECQUAGOR Gites eaitarsoantieaoraaie iemt co vicatteal ig ate ee Ie ae — 4,700 6,300 11,200 4,100 
ORO F S Seecre avi tieacere cd osc) -75: Sh Siete tents oh ce Ua IRy At a Rt En 1,900 5,800 7,700 13,700 5,100 
| sD UGA sjareaas easpa vo ce: Baro luc fen arty a tS 372,300 326,100 248,700 264,900 159,300 
REtMEC MOnOGUCES wer csstcuerccuea ee eee ee oe et 25,800 18,500 18,700 68,200 73,100 
Marketing retail outlets* 
United States 
Dealereoperated’). 5 csalniaiy tm ianelieh ae ene a 17,135 17,533 18,182 19,484 22,146 
Company operated, ax. aries = unten tipi eee Ae 1,142 1,323 1,018 443 135 
Gatad 18,277 18,856 19,200 19,927 22,281 
ae CWS ater ta DRG Ouray CHEER EC Pr toot eaMavegsde eda atari 3,759 3,884 4,373 4,814 5,184 
pres fers vi ce tee ages ogee ence et ea apache ee 4,019 4,055 4,081 4,234 4,554 
Chic OFGlOn Del tountccta tes aah ie gm airiers eer nee iti nang eae a 296 283 369 376 446 
Otel Sirah vapeanslaa te tem ecaatnds Aaya td ee mee re ete eee ne 26,351 27,078 28,023 29,351 32,465 


“Excludes equity interest retail outlets. 
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Item 1. Business 


The Financial Accounting Standards Board (FASB) has issued Statement No. 14 which standardizes 
the reporting of geographic and business segment financial information. This Statement is effective for 
1977 and the Company has restated its presentation of such data for 1976 on a comparative basis. The 
disclosures required by FASB Statement No. 14 are presented on pages 28 and 29 of the accompanying 
1977 Annual Report to Shareholders. That information is incorporated herein by reference in further 
response to the requirements of this item. 

In addition, the Company has revised its presentation of external sales and other operating revenues 
and income (loss) for the years 1975, 1974, and 1973 on a basis which is comparable to the information 
concerning geographic distribution by major business segment contained in the Notes to Financial State- 
ments. This information is presented below, together with corresponding 1977 and 1976 information. 


Millions of Dollars 


é Years Ended December 31 
Sales and other operating revenues 


(including consumer excise taxes) 1977 1976 1975 1974 1973 
United States 
Petroleunis =.:ckcs-.k cuss tesco cee ee ree eae $ 7,899 $ 7,097 $ 6,520 $ 6,508 $ 4,196 
Chemicals: 25 adciziadtig  arstas apse eerie ra ciate eee 820 667 535 539 280 
Minerals’ 2.23.2. cee eee ieee eee eer 109 92 75 52 47 
NuGl6 al cea Bisse Sesteecae arate etece se rentne ne ome aa eee eee -— — — 1 (ee 
8,828 7,856 7,130 7,100 4,530 
Canada 
Petroleum — s3.c.<.thhcsscaciene oes vie eh ee eee eee eee 2,372 2,147 1,793 1,563 ale 
Chemicals cc: Sainwaeee crt coer ee ieeees 126 127. 105 96 63 
Minerals. sia cccce Stee aaas Ole seen rere teas eee enters 48 23 2 — = 
2,546 2,297 1,900 1,659 eS 
Europe 
Petroleum’ 44.5 co iiza ie eco erence ier acece 2,087 1,865 1,723 1,632 1,197 
Ghemicals: vernscccici dw eee tethers sae ate oe eaten rere aes 170 192 120 208 67 
2,257 2,057 1,843 1,840 1,264 
Other Foreign 
Petroleum aisiace oiisteaaie nesta atone ie eee 5,872 5,842 4,918 7,294 2,830 
Chemicals 2 33 .cco5. cieetettec care heen a ee 92 65 47 59 44 
5,964 5,907 4,965 15358 2,874 
$19,595 $18,117 $15,838 $17,952 $ 9,843 
Income (Loss) 
United States 
Petroleum) scot eee ae hoe eee $ 722 $ 692 Sail SaeOoS Gh) ES 
Chemicals: 5 snuccessmowat tere erue ane ee ee aes 49 122 117 182 34 
Minerale sic. 550 5, Bans entensgue tun Gage ee ee (17) (40) (39) (38) (7) 
NUGlean vere es carclas be eee eee tre ete (16) (lze) (27) (181) (155) 
Non-operating itemsim casei aoe eee eee (278) (263) (166) (138) (149) 
460 494 476 408 178 
Canada 
Petroleum: cancacties alanine an ee eee 251 290 312 266 167 
Chemicais:(.c2 0 Ga. vertacs ieee te sa ete 16 19 20 28 (1) 
Minerals. cK ios ee en ee eee 27 6 (9) (5) 28 
Non-operating itemSininc temas aoe ae a ean (187) (204) (223) (223) (104) 
107 Halt 100 66 62 
Europe 
Petroleum: iis ee neo cteee le een ece Pe ae (10) (56) (148) (115) 12 
Chemicals cv Siiaaaacaae Waar eta ae cena aan 4 35 12 48 14 
Non-operating items: 5, <0... 4. ane oe ee 11 17 (7) (8) (21) 
5 (4) (143) (75) 5 
Other Foreign 
Retholoumiait, strum hea cia pete aR a an ae na 1,301 1,252 2,006 3,222 1,886 
Less, taxes: on InGome a Nec t.v chen «acer eae (1,119) (1,042) (1,745) (2,518) (1,279) 
182 210 261 704 607 
Chemitals es \c ed ae anny hie eee 6 6 (6) 9 9 
Non-operating items)... ¢0mulaue kes eee (8) . (1) ue (47) (61) 
180 215 267 666 555 
$ 752 $ 816 $ 700 $ 1,065 $ 800 


The Company is an integrated petroleum company engaged principally in the production, purchase, 
transportation, refining and marketing of crude petroleum and natural gas and products derived therefrom. 
The Company also receives revenues from other activities including chemicals, coal, uranium and other 
nonpetroleum related products and services. In 1977 the Company acquired Kewanee Industries, Inc. 
(Kewanee) for an aggregate cash purchase price of $455 million. Kewanee is a non-integrated oil and 
gas producer and a manufacturer of a wide variety of chemical products. The acquisition has been 
accounted for as a purchase and, accordingly, revenues and income of Kewanee from October 1, 1977 
have been included in the above tables. The inclusion of the Kewanee amounts does not significantly 
affect the comparability of 1977 with prior years. 

Operating data for the Company and consolidated subsidiaries appears on pages 45 to 50 of the 
accompanying 1977 Annual Report to Shareholders and is incorporated herein by reference in further 
response to the requirements of this item. 

In 1977, negotiations with the Angolan government were well advanced toward finalization of a new 
participation agreement under which the government will acquire a majority interest in the Company’s 
oil exploration and producing properties in that country. During 1976, the Company received payment 
from the Nigerian government covering its purchase of 55 percent of the Company’s oil exploration 
and producing concessions and, after negotiations aimed at an orderly withdrawal from Ecuador, the 
Ecuadorian government issued a decree which authorized its national oil company to purchase the 
Company’s holdings effective December 31, 1976. During 1975, the Company’s remaining assets and 
operations in Kuwait and its concession rights and properties in Venezuela were nationalized. Additional 
information concerning the status of the Company’s negotiations and arrangements with foreign oil 
producing countries is included in Note 19 of Notes to Financial Statements appearing on page 40 of the 
accompanying 1977 Annual Report to Shareholders and is incorporated herein by reference in further 
response to the requirements of this item. 

General Atomic Company is a partnership owned and operated on a 50-50 basis by the Company 
and Scallop Nuclear Inc., a company of the Royal Dutch/Shell Group. Continuing escalation of costs, 
other problems confronting General Atomic in the commercialization of the HTGR and uncertainties gen- 
erally surrounding the development of nuclear power led to several contract cancellations by customers. 
As a result of these developments, in 1975 and early 1976 General Atomic agreed to the termination of 
its remaining commitments and currently has no commercial reactor orders. Information concerning 
General Atomic is included in Note 6 of Notes to Financial Statements appearing on pages 32 and 33 of 
the accompanying 1977 Annual Report to Shareholders and is incorporated herein by reference in further 
response to the requirements of this item. 

In recent years, the Company’s domestic operations have been subject to regulatory’ controls 
granted to the Federal Energy Administration (FEA) and the Federal Power Commission (FPC) by 
Congress. These regulations covered a wide spectrum of activities in the domestic oil and gas industry 
and significantly affected domestic oil and gas revenue and cost levels. During 1977, the FEA and FPC 
were absorbed into and became part of the total reorganization of the Department of Energy (DOE). 
The DOE was enacted into law on October 1, 1977 with wide-spread regulatory authority including duties 
formerly exercised by the Energy Research and Development Administration, the FEA and the FPC, as 
well as many energy duties of the Interstate Commerce Commission and the Departments of Defense, 
Interior and Commerce. 

The major functions combined within the DOE continue to significantly affect domestic oil and gas 
revenue and cost levels. Details regarding certain proceedings with the DOE are included in Notes 17 
and 18 of Notes to Financial Statements appearing on pages 39 and 40 of the accompanying 1977 
Annual Report to Shareholders and are incorporated herein by reference in further response to the 
requirements of this item. 

The Company is subject to various pollution control regulations of federal, state, local and foreign 
governments and has made and will continue to make substantial expenditures in its efforts to comply 
with these requirements. These expenditures aggregated approximately $248 million during 1977 and the 
Company expects that during 1978 approximately $322 million will be spent. These expenditures are 
expected to increase significantly as anticipated legislative and regulatory changes go into effect. 

The petroleum industry is highly competitive. The Company competes with other petroleum com- 
panies in the discovery and development of new sources of supply, the transportation of crude and 
refined products and the refining, distribution and marketing of petroleum and chemical products. The 
petroleum industry also competes with other industries in supplying alternative forms of energy and 


other products. 
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In recent years, the normal problems confronting the petroleum industry have been compounded 
by the actions of foreign oil producing countries including reduction of production, embargoes on 
petroleum shipments to the United States and other countries, unilateral changes in the posted or 
tax-reference price for crude oil, and participation by foreign countries in ownership of operations in 
their territories. The United States Congress has indicated that it will continue to consider proposals 
which would require the divestiture of the largest U.S. integrated oil companies. Although, to date, 
proposals on this issue have been withdrawn or dismissed, it cannot be assumed that the divestiture 
issue will not be a continuing problem to the industry. The Company cannot predict the extent to which 
operations and earnings will be affected by these and other developments such as government regula- 
tions involving the passthrough of cost increases, production, imports, product allocations, environmen- 
tal quality control standards, transportation and currency restrictions, as well as labor conditions, tech- 
nological innovations and further competition. 

Tax legislation passed in recent years and other pending tax legislation both in the U.S. and other 
countries further increases the problems of the petroleum industry regarding costs and, consequently, 
the availability of adequate supplies of crude oil. In addition, in recent years, the Internal Revenue 
Service (IRS) has been reviewing the creditability of foreign income taxes which offset the U.S. tax other- 
wise due on foreign income. This review has received the attention of members of Congress and the 
Treasury Department. In early 1978, the IRS announced that it was changing its position with regard to 
the creditability of certain taxes paid on oil production in Saudi Arabia and Libya. The Company does 
not have operations in these two countries so that the ruling, in itself, does not specifically apply to the 
Company’s operations. However, the IRS also announced general criteria for determining the creditabil- 
ity of foreign taxes which will become effective in 1979. The Company is reviewing its arrangements in 
all countries where it conducts exploration and production operations to determine what effect, if any, 
the rulings will have on the creditability of the taxes it pays to those countries. The Company believes 
that there is no liability for prior years’ taxes as to the foreign tax credit issue and that any change in the 
IRS position will not significantly affect the operations of the Company. 

The Company maintains research facilities at several locations, at which approximately 1,718 and 
1,408 employees were engaged in full time research activities at December 31, 1977 and 1976, re- 
spectively. Research and development expenditures were approximately $70 and $64 million in 1977 
and 1976, respectively. 

At December 31, 1977, the Company had approximately 59,400 employees. 


Item 2.: Summary of Operations 


A report dated December 30, 1975 of a Special Review Committee, appointed by the Company’s 
Board of Directors, concluded that during the period 1960-1974 a total of approximately $12.3 million of 
Corporate funds had been used for political contributions and related purposes, some of which were 
lawful as well as others which were unlawful. The report indicated that somewhat over $7 million of this 
amount was expended by the Company abroad, most of it under circumstances which the Committee 
found to be lawful or as to the legality of which the Committee expressed no view. In addition, the Com- 
mittee indicated that somewhat less than $5 million had been made available for political expenditures 
in the U.S. much of which could be characterized as illegal. 

In the years 1974 and 1973, portions of the $12.3 million referred to in the preceding paragraph were 
charged as an operating expense in the Company’s income statements. Specifically, 1974 operating 
expense includes two hundred thousand dollars reflecting amounts expended in foreign countries and 
1973 includes two hundred thousand dollars expended in the United States and one hundred thousand 
dollars expended in foreign countries. Also, forty-five thousand dollars of the $12.3 million were dis- 
bursed in 1974 and 1973 from funds which were not recorded on the books of the Company and there- 
fore are not reflected in the respective income statements for those years. 

Exhibit 4 to this Form 10-K, which is incorporated herein by reference, sets forth information which 


may be required to be disclosed in accordance with the March 11, 1975 SEC Consent Decree to which 
the Company is a party. 


Millions of Dollars 
Years Ended December 31 


1977 1976 1975 1974 1973 
STATEMENT OF INCOME 
REVENUES 
Sales and other operating revenues* 
(including consumer excise taxes) 
WinitedhStateswrewce cece etect cae. ievccrss unas aicees ceate $ 8,828 $ 7,856 $7,130 $ 7,100 $ 4,530 
Canc mere ete en eit a RO ets ea 2,546 2,297 1,900 1,659 1,175 
EWiromeperariprccse Vere crstsicctin i. sc rie ota Sa pune 2,257 2,057 1,843 1,840 1,264 
Othemroreiqnmerssactijce sont tas wah ca aorta ee ice 5,964 5,907 4,965 30s 2,874 
19,595 18,117 15,838 17,952 9,843 
IMtEKeS tN COMO meee eter airs ceapcesuatve ee nivatucyencnasenns ark 149 189 183 180 107 
EquitvaingeanningsilOsses) imme cer eee noise ain 38 40 (23) 16 14 
COWIE: AREM EIU twice osceca teeceaatig LG ini FE rare aaa ee 47 Reyes 52a Bile a 32 
19,829 18,399 16,050 18,199 9,996 
DEDUCTIONS 
Purchased cruderoll-and products. 5444008 ee oc eee. 10,936 WOO” le 8,801** 3,034 
OperatingMexPeNnSeSammer a ee ee ton eo eras ersa s 1,534 1,400 1,251 1,439 P2256 
Selling, general and administrative expenses .......... 1,415 1,299 1,216 1,128 933 
ConsumemexCis estaxes te srecrais wie me wlohe Rakeconlonn dies 1,755 1,666 1,570 1,494 1,426 
Sales, use, ad valorem and other taxes ................ 437 431 644 479 265 
Depreciation, depletion, amortization and retirements ... 684 631 628 609 610 
Exploration and dry hole expenses ................... 490 364 317 25D 156 
Department of Energy entitlements ..................- 232 214 224 14 _— 
Interestonslong-terny financing en. sera. scm oe eo snanns 110 109 114 di2d 135 
Income applicable to minority interests ................ 49 62 60 44 36 
17,642 16,191 13,338 14,384 7,820 
INCOMESBEEOREMWAXESION INCOME a:5 ee sore. see 2,187 2,208 Pl 3,815 2,176 
TAXES ON INCOME 
WnitedeStatesmarmwnrnete ric nios stove ctiuostetoinas osieueatts 211 226 120 61 35 
RONCIQnmepwrtnriegts rec etse crete tl cise cts ist selon are eae eraes 1,224 1,166 1,892 2,689 1,341 
1,435 1,392 2,012 PLT fss0) 1,376 
NEMING OME gimmie earner oa Scucvects cnet sciacn sie Gee hee games 752 816 700 1,065 800 
RETAINED EARNINGS AT BEGINNING OF YEAR .......... 5,800 5,320 4,951 4,193 3,689 
CASHEIDINIDENDS Beer raaceay teiktiiene al: <icusaniie jetecsastousiersers (360) (336) (331) (307) (296) 
RERAINEDIEARNINGSSAT ENDIOR YEAR. .....52.....0.- 6. $ 6,192 Sots) 010) $ 5,320 $ 4,951 $ 4,193 
PER-SHARE DATA : 
NetincomeMrrrcerece tse 6 oct tr nei cite ost Riaceceern ees $ 3.86 $ 4.19 $93.00 SS B27 $ 4.06 
CashidividiendSmrrsmrsiaitrc strc store so. cevc noice sues eases $ 1.85 SS Siete $ 1.58 Oo leo) 
Weighted average shares outstanding (in thousands) ........ 194,950 194,804 194,710 194,658 197,250 


*Prior years reclassified. See Item 1 on page 52. 
**Reclassified. See Note 26 on page 43. 


Management’s Discussion and Analysis of the Summary of Operations 

Information with respect to the Company’s results of operations for the fourth quarter and full year 
1977 appears in the section entitled ‘Financial Review” on pages 22 and 23 of the accompanying 1977 
Annual Report to Shareholders and, in accordance with the provisions of General Instruction F, is incorpo- 


rated herein by reference. 
The following information is furnished in further response to the requirements of this item: 


1977 Versus 1976 
Revenues 

Sales and other operating revenues, United States—Increased by $972 million, or 12 percent, pri- 

marily as a result of the following items: 

—$552 million increase in refined product revenues principally reflecting the higher price of dis- 
tillates as a result of the government’s price decontrol during 1976 and increased volumetric 
sales as a result of the strong demand for distillates during the severe winter weather in 
early 1977. Gasoline price increases also contributed to improved revenues reflecting the 
Company’s ability to pass through higher production costs to its customers, offset to 
some extent by a two-percent decrease in gasoline volumes. 

—$153 million increases in chemical revenues reflecting higher prices for certain olefins; how- 
ever, these price levels were not sufficient to cover all of the Company’s increased pro- 
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duction costs, especially those resulting from higher energy and raw material costs. Higher 
volumetric sales of olefins and polyethylenes also contributed increased revenue. Demand 
for olefins rose in relationship to the expansion in the U.S. plastics industry as high- and 
low-density polyethylene volumes increased, reflecting an overall industry growth of about 
13 percent. 


—$107 million increase in natural gas revenues occurred equally between regulated and non- 
regulated gas sales. Approximately 75 percent of the improvement was due to increased 
gas prices and the balance is attributable to increased volumes. 


—$105 million increase in natural gas liquids revenues mainly due to increased volume sales re- 
flecting the growing market of the Company’s Warren Petroleum division. 


Sales and other operating revenues, Canada—Increased $249 million, or 11 percent, primarily 
reflecting government-allowed increases in the price of crude oil, natural gas, and refined products, 
offset by lower crude oil and natural gas volumes, a government-imposed 60-day price freeze on 
finished products, and severe market competition which prevented the full pass through of increased 
production costs. 


Sales and other operating revenues, Europe—Increased $200 million, or 10 percent, primarily as a 
result of higher volumetric sales of Company-produced distillates, increased jet fuel volumes reflecting 
new contracts for airport operations, and generally increased activities in Belgium, Italy and Great Britain. 


Interest income—Decreased by $40 million, or 21 percent, as a result of a decrease in 1977 in the 
Company’s investment in Eurodollar certificates of deposit and as a result of nonrecurring interest 
income received in 1976 in connection with the participation settlement with the government of Nigeria. 


Deductions 

Purchased crude oil and products—Increased by $921 million, or nine percent, reflecting increased 
prices of crude oil as a result of two OPEC price increases during 1977, offset to some extent by lower 
volumetric purchases as a result of a worldwide crude surplus. In the United States, crude purchase 
costs were also higher due to the Department of Energy’s reclassification of domestic oil properties and 
the decontrol of stripper prices in late 1976. 


Exploration and dry hole expenses—lIncreased by $126 million, or 35 percent, reflecting the Com- 
pany’s commitment to substantially increase its exploration program. Of this amount, approximately 61 
percent was expended in the United States as a result of increased wildcat well drilling, especially 
offshore Louisiana, California and Alaska, and higher geological and geophysical costs; of the remain- 
ing amount, $40 million was expended in Canada primarily reflecting the Company’s growing expendi- 
tures in the Beaufort Sea. 


1976 Versus 1975 


Revenues 


Sales and other operating revenues, United States—Increased by $726 million, or 10 percent, pri- 
marily as a result of the following items: 


—$474 million increase in refined product revenues principally reflecting increased prices for 
gasoline and distillates as a result of the Company’s ability to pass through product cost 
increases to its customers; higher gasoline volume sales representing improved self-service 
and jobber activities; and increased distillate volume sales as a result of the decontrol of 
distillates in mid-1976 which stimulated new accounts in the jobber market. 


—$132 million increase in chemical revenues primarily as a result of both volumetric and price 
increases for certain chemicals. Volume increases in aromatics resulted from the lead 
phase-down program in gasoline which made certain chemicals attractive as octane im- 
provers; volume increases in olefins reflected higher contract requirements from both old 
and new customers; and volume increases for low-density polyethylene reflected the gen- 
erally higher U.S. demand for plastic products. 


—$ 58 million increase in natural gas liquids revenues principally due to the Company’s success- 
ful efforts to obtain a larger share of the gas liquids market for its Warren Petroleum division. 


—$ 40 million increase in natural gas revenues, a direct result of higher priced new production from 
South Texas. 


Sales and other operating revenues, Canada—Increased by $397 million, or 21 percent, primarily due 
to higher Canadian crude oil, natural gas and gas liquids prices, which more than offset reduced Canadian 
production resulting from that government’s restrictions on crude oil exporting. 

Sales and other operating revenues, Europe—Increased by $214 million, or 12 percent, primarily 
as a result of increased refined product revenues reflecting the Company’s ability to recover the late 
1975 OPEC crude price increases and higher chemical product revenues as a result of both increased 
prices and demand for certain of the Company’s chemical products, principally olefins and aromatics. 

Sales and other operating revenues, Other Foreign—Increased by $942 million, or 19 percent, as a 
result of a significant expansion of the Company’s outside crude acquisition and marketing network 
which, in 1976, included 36 types of crude compared with 16 types in 1975. In addition to the volumetric 
increase resulting from this expansion, the Company also benefited from a full year’s effect of the pass 
through of the 1975 OPEC price increase. 

Equity in earnings (losses)—Increased $63 million, principally as a result of reduced operating losses 
of the Company’s nuclear partnership, the inclusion in 1975 of a $14-million loss provision in its real estate 
operations and improved earnings from foreign associated companies. 


Deductions 


Purchased crude oil and products—Increased $2,701 million, or 37 percent, principally as a result 
of increased purchase costs for Kuwait and Venezuelan crudes which in prior years had been reflected 
as the Company’s equity production; the increased acquisition of crude oil from third parties in order to 
meet the Company’s demand for higher quality crudes not readily available in its own system; and cost, 
as well as volumetric, increases in feedstock purchases due to the improvement in chemical sales. 

Operating expenses—Increased $149 million, or 12 percent, reflecting increases in the cost of 
utilities, wages and salaries, and general repair and maintenance expenses. 

Sales, use, ad valorem and other taxes—Decreased $213 million, or 33 percent, principally as a 
result of the elimination of additional import fees, and the absence of additional tax assessments 
imposed by the Kuwait government on the Company’s equity production in 1975. 

Exploration and dry hole expenses—Increased $47 million, or 15 percent, reflecting increased wildcat 
well drilling activity, especially offshore Texas and California, and an increase in geophysical and geo- 
logical activity. 

Taxes on income, United States—Increased $106 million, or 88 percent, as a result of the increase in 
U.S. source earnings as well as the changes in the U.S. tax laws, offset partially by increased investment 
tax credits. 

Taxes on income, Foreign—Decreased $726 million, or 38 percent, primarily due to the absence in 
1976 of foreign income taxes relating to the Company’s former equity production in Kuwait and Venezuela 
and the shutdown of operations in Angola during the first quarter of 1976. Beginning in 1976, the Com- 
pany’s total cost of oil purchased from Venezuela and Kuwait is reflected as purchase costs whereas in 
previous years, part of the Company’s costs included income taxes paid on equity production. 


Item 3. Properties 

In accordance with the provision of General Instruction F, information in response to the requirements 
of paragraph (a) of this item is contained in Notes 7 and 8 of Notes to Financial Statements which ap- 
pear on page 34 of the accompanying 1977 Annual Report to Shareholders and are incorporated herein 
by reference. 


Oil and Gas Reserves 

The following table sets forth estimates of the net proved reserves of crude oil, of natural gas 
liquids and of natural gas of the Company at December 31, 1977 and 1976. Net reserves are esti- 
mated after deduction of royalties and, therefore, represent only that production which is owned by 
the Company and its subsidiaries. In the United States, royalties are generally based on a fixed frac- 
tional interest. Therefore, royalties will fluctuate in direct proportion to fluctuations in reserve estimates. 
In Canada, government royalty rates can vary depending on prices, production volumes, the timing of 
initial production and changes in legislation. Due to the uncertainty of future royalty rates, the net Cana- 
dian reserves have been calculated on the basis of the royalty rate experienced in late 1977 and 1976. 
Estimates of proved developed reserves include only those reserves which can be expected to be recov- 
ered through existing wells with existing equipment and operating methods. Estimates of proved unde- 
veloped future net recoverable reserves include only those reserves which are expected to be recovered 
on undrilled acreage from new wells which are virtually certain of production when drilled, or from 
presently existing wells which would require relatively major expenditures to effect recompletion. The 
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figures presented are believed to be reasonable estimates of reserves which may be expected to be 
recoverable commercially at current prices and costs under existing regulatory practices and with exist- 
ing conventional equipment and operating methods. They do not include reserves that may be recover- 
able after the expiration of leases and concessions now held by the Company and do not include 
quantities which may be found by new discoveries in the future, by extensions of the areas now classi- 
fied as proved in reservoirs presently known to be productive, or by improved producing techniques not 
yet pilot-tested or installed. While the Company anticipates that in certain fields additional wells will 
continue to be drilled in order to maintain or increase the rate of production or improve the recovery 
performance, these factors have also been excluded from the following estimates of proved reserves. 

Under these circumstances, present estimates of oil and gas reserves at December 31, 1977 are, and 
comparable estimates of oil and gas reserves at December 31, 1976 were, as follows: 

Estimated Reserves 


Net Natural Net Natural Gas 
Net Crude Oil Gas Liquids (Billions of 
(Millions of Barrels) (Millions of Barrels) Cubic Feet) 
19771976 19771976 19771976 
United States(1) ; 
Proved developed ...............-.--- 992 976 173 185 6,023 6,070 
Proved undeveloped.................- 33 _16 A _ 5 __ 376 ATE 
Total United! States. s-c > se acer. 1,025 992 184 190 6,399 6,247 
Canada te. eis ame. aes a. ee 
Proved developed ....-..2.-4-3- eee 235 254 55 56 1,500 1,500 
Proved undeveloped.................. 4 3 2 3 600 500 
Syncrude—proved undeveloped(2) ..... 191 191 = _ _ = 
Europe—North Sea 
Proved undeveloped: : 2.3. ©.f. se ase- ec 134 126 = _ 100 100 
Other Foreign(3) s 
Proved developed -.\)."- 222.2 acess sees 201 215 _ = —— = 
Proved: undeveloped =2=.-..s5262 see __187 175 = bes wees _ 
Total Foreign: 2.:,2.420 ease oe eee _ 952 964 _57 _59 2,200 2,100 


(1) 1977 includes 46 million barrels of proved developed crude oil, 11 million barrels of proved undeveloped crude oil and 167 
billion cubic feet of natural gas attributable to Kewanee. 


(2) Synthetic crude oil reserves resulting from Gulf Canada’s interest in the Syncrude Canada Limited project in the Athabasca 
tar sands are shown in gross barrels as the level of royalties cannot be reasonably predicted. The Alberta government’s 
share from the Syncrude project is 50 percent of the net profits, as defined in an agreement between the project partici- 
pants and the government, with an option to convert to 7.5 percent gross royalty. On either basis, the Alberta government 
has the right to take its share in kind. These reserves will be extracted by mining and processing tar sands. 


The Company has proved reserves of oil and gas in various countries in Africa. In recent years there have been significant 
changes in ownership of foreign reserves which have resulted from participation in and nationalization of producing proper- 
ties by certain governments of foreign oil producing countries, and the reserves in such countries are subject to con- 
tinuing changes in ownership. The reserves shown represent the Company’s net equity after participation and exclude the 
Company’s share of reserves in Angola as that country’s government will not give permission for such disclosure. 
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Changes in reserves during 1977 and 1976 were as follows: 
Total Proved Developed and Undeveloped 


Net Natural Net Natural Gas 
Net Crude Oil Gas Liquids (Billions of 
{Millions of Barrels) (Millions of Barrels) __Cubic Feet) _ 
United United ~ United 
Reserves—December'31;.1975, 205.2235. fe eee oe ee ee 1,033 1,247 205 63 6,579 2,180 
Additions from: drilling?. 52.322. ne See eee eee 50 131 13 _ 454 50 
Revisions of previous estimates ................ ccc eeeeeeee 33 7 (9) (4) (159) (10) 
ProductiOni. 2 < . snc se cin ne ee oe ee Ce eee (124) (91) (19) —_— (627) (120) 
Nationalization—Ecuador. ..).4..- cna one eee — (330) — as = = 
Reserves—December 31, 1976 .........cecccceeeeecccececee 992 964 190 59 6,247 2,100 
Additions from drilling/2 nem ee Go ee ee ee ee 71 17 21 — 710 200 
Purchases—Mowanee@ .0¢o82 < dz. Jess tan datas ort ve eee 58 — _— _ 173 a 
Revisions of previous estimates ...............-cccceecccee 27 38 (7) 2 (50) 10 
PrOdUCHOIN "iy siirnnn is/e on cd au tarn' oun Vonmice sxc Hane ark ee (123) (67) (20) (4) (681) _(110) 
Reserves—December 31,1977 | ssas s« sean cnacuscack went vue cn 1,025 952 184 57 6,399 2,200 


In addition to the above reserves, the Company has formal and informal purchase arrangements with 
several governments of foreign oil producing countries which give it the right to purchase approximately 


666,000 barrels per day of crude oil. At the Company's option, the average daily volume can be in- 
creased or decreased by 10 percent and the arrangements contain quarterly price adjustment and phase- 
out provisions. The Company is a member of the Iranian Consortium and under an agreement between 
the Iranian government and the Consortium, the Company has the right to lift certain volumes of crude 


oil for export. At present, the Company’s share of these crude oil liftings is approximately 260,000 barrels 
per day. 


Availability of Oil and Gas 


The availability of oil and gas from the 1977 estimated reserves and from contract supplies through 
December 31, 1978 is based on an estimate of that quantity of oil and gas which can be produced 
from current proved developed reserves using presently installed equipment under existing economic 
and operating conditions. These estimates have been based on past performance and represent an amount 
of oil and gas that can be produced from existing proved developed reserves under normal operations 
with current prices and costs. Under these circumstances, present estimates of the availability of oil and 
gas during 1978 are as follows: 


Net Natural 
Net Crude Oil Gas Liquids Net Natural Gas 
(Millions of Barrels) (Millions of Barrels) (Billions of Cubic Feet) 
NEG SEES & bg as =. a5 ee ee ee 118 21 611 
CETEVOEY oo cit a ecde SSG ORCC ITI eee 24 5 113 


CUITEDRCHET 6 (hoe ees are oR ere eee 48 — — 


Additional information relating to certain gas sales contracts and legal proceedings instituted against 
the Company in connection with the gas sales contracts is contained in Note 18 of Notes to Financial 
Statements on page 40 of the accompanying 1977 Annual Report to Shareholders and is incorporated 
herein by reference in further response to the requirements of this item. 


Estimates Included in Other Reports 


The Company is not required to file, and has not filed, any reserve estimates on a recurring basis with 
respect to its total owned proved reserves with any federal or foreign governmental regulatory authority 
or agency other than the SEC. Information concerning the Company’s reserves has, however, been pro- 
vided to various governmental regulatory authorities and agencies, including the Department of Energy, 
and the FTC on a special request basis. Such information has been. compatible with the data furnished 
to the SEC, although not necessarily directly comparable due to special requirements of the individual 
requests, such as requirements to report in some instances on a gross, net or total operator basis and 
requirements to report in terms of smaller units. 


Other Information 


In accordance with General Instruction F, information with respect to net production of crude oil, 
natural gas and natural gas liquids, gross and net wells drilled and gross and net producing acreage 
is contained in the Five-Year Financial and Statistical Summary which appears on pages 46 through 
50 of the accompanying 1977 Annual Report to Shareholders and is incorporated herein by reference. 
Additional information regarding the Company’s drilling activities at December 31, 1977 is as follows: 


Total United States Foreign 
Gross Net Gross Net Gross Net 
Wells capable of producing 
SGIS Coin Tei ont os aoemOsoc aR OO ae oc mito aoe 47,435 17,412 40,690 15,790 6,745 1,622 
MrunDIGECOMDICUONS Ete rarer ce cles 1s aid cease oe sky unreings 1,216 827 965 702 _ 251 _ 125 
48,651 18,239 41,655 16,492 6,996 1,747 
Wellsin process of drilling ... 22... .00.c.cseeseeeccwcscns 150 100 117 86 33 14 
Waterfloods in process of installation .........-.-.++++see: 10 8 10 8 — — 
Pressure maintenance operations 
Water Injection method ............0sseseerererscevens 16,632 4,081 15,673 3,948 959 133 
amet OSM eile a s.ce kis nae sia. fe ining oo sterile © wees 1,735 750 1,423 622 312 128 


Gross wells represent the total number of wells in which all or part of the working interest is owned by the Company. 
Net wells represent only that part of the working interest applicable to the Company, that is, the sum of all fractional parts. 

In addition to the gross and net acreage on page 47 of the Five-Year Financial and Statistical Sum- 
mary, the Company had approximately 165 million gross acres and 92 million net acres of non-produc- 
ing properties in Japan, Indonesia, Australia and other foreign locations. The Company is currently 
conducting preliminary exploration on some of this acreage and the cost of maintaining these total hold- 


ings is minimal. 
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As of December 31, 1977, the large number of leases for undeveloped acreage held in the U.S. sig- 
nificantly reduces the possibility of the expiration of any holding or group of holdings having a significant 
impact on the Company’s domestic acreage position. The remaining terms of foreign leases and conces- 
sions, including Canada, vary from one month to ten years and before the expiration of certain leases 
and concessions the Company may take various stipulated actions to insure their renewal. 


Item 4. Parents and Subsidiaries 


As of February 7, 1978, no person owned of record, or, to the knowledge of the Company, bene- 
ficially, as much as 10 percent of the Capital Stock of the Company. Certain heirs and descendants of 
A. W. Mellon, R. B. Mellon and W. L. Mellon, certain charitable foundations established by members of 
those families and certain personal trusts in which such heirs and descendants are interested owned, as 
of that date, about 17 percent of the outstanding Capital Stock of the Company, and, if they were to act 
together, might be in a position to exercise a controlling influence in the management of the Company. 
As of February 7, 1978, the Directors of the Company as a group may, under interpretations of the Securi- 
ties and Exchange Commission, be deemed to have owned beneficially 237,423 shares (less than two- 
tenths of one percent) of the outstanding Capital Stock of the Company, including 58,621 shares as to 
which such persons have disclaimed beneficial ownership. The information as to the interests or bene- 
ficial ownership of the persons indicated above rests within the knowledge of such persons, and the 
Company disclaims responsibility for the accuracy and completeness of such information, which was 
supplied to the Company by or on behalf of such persons. 


The following list of the principal subsidiaries of the Company indicates their respective relation- 
ship to the registrant and the state or jurisdiction under which each subsidiary was organized: 
State or other jurisdiction 


in which subsidiary 
Name of Company was organized 


Gulf Oil Corporation (Registrant) 


Bulk Petroleum Corporation Delaware 
Cabinda Gulf Oil Company Delaware 
Gulf Oil Germany, Inc. Delaware 
Gulf Refining Company Delaware 
Kewnew Inc. Delaware 
Kewanee Industries, Inc. Delaware 
The Pittsburg & Midway Coal Mining Company Missouri 
Transocean Gulf Oil Company Delaware 
Afran Transport Company Liberia 
Gulf Kuwait Company Delaware 
Gulf Oil Canada Limited Canada 
Gulf Oil Company (Nigeria) Limited Nigeria 
Gulf Oil (Great Britain) Limited England 
Gulf Oil Trading Company, Limited Bahamas Islands 
Kupan International Company Liberia 
Gulf Italiana S.P.A. Italy 
Mene Grande Oil Company Delaware 
Midcaribbean Investments Limited Bahamas Islands 
Caribbean Gulf Refining Corporation Puerto Rico 
Gulf Petroleum, S.A. Panama 


The accounts of the Registrant and all subsidiary companies listed above are included in the con- 
solidated financial statements and schedules of the Company. All of the companies listed above are 


wholly owned by the Registrant, except for Gulf Oil Canada Limited, 68.2% of the Capital Stock of 
which is owned by the Registrant. 


The names of approximately 125 consolidated subsidiaries and the names and financial statements 
of nonconsolidated subsidiaries (affiliates) and associates (companies owned 50% or less) are omitted, 


since when considered in the aggregate they would not constitute a “significant subsidiary” as defined 
in Rule 1.02 of Regulation S-X. 


Item 5. Legal Proceedings 


In accordance with the provision of General Instruction F, certain information in response to the 
requirements of this item is contained in Notes 6, 16, 17, 18 and 27 of Notes to Financial Statements which 
appear on pages 32, 33, 38, 39, 40 and 43, respectively, of the accompanying 1977 Annual Report to Share- 
holders and is incorporated herein by reference, 

Reference is made to paragraphs 3 through 7 of Item 5 of the Company’s Form 10-K Report for the 
fiscal year ended December 31, 1976 for information concerning nine derivative actions filed by share- 
holders on behalf of the Company in 1975 and a proposed settlement of those actions with certain 
present and former Directors and Officers of the Company who are among the named defendants. As 
reported there, appeals have been taken from the decisions by the United States District Court for the 
Western District of Pennsylvania to approve the proposed settlement and to grant the motion of Price 
Waterhouse & Co. to dismiss the consolidated amended complaint in the actions as to it. Hearings on 
these appeals were held in December 1977 before the United States Court of Appeals for the Third 
Circuit, which has not as yet rendered its decisions. 

The derivative action entitled Project on Corporate Responsibility, Inc., et al., v. Gulf Oil Corpora- 
tion, et al., Civil Action No. 74-493, also previously reported, is still pending in the United States District 
Court for the District of Columbia. Plaintiffs in that action ask the court to declare that certain defendants 
engaged in a scheme to defraud the Company, its shareholders and the court in rehiring Claude C. 
Wild, Jr. subsequent to a 1974 compromise and settlement and that such defendants pay to the Company 
certain amounts related to Mr. Wild’s rehiring, as well as punitive damages in excess of five hundred 
thousand dollars. 

During 1977, the U. S. Environmental Protection Agency brought five suits against the Company, 
three of which allege violations of the unleaded gasoline regulations and two others which allege im- 
proper controls for spillage into the environment. The Company believes that none of these suits will have 
a material adverse effect on its net assets or future earnings. 


Item 6. Increases and Decreases in Outstanding Securities and Indebtedness 
(a) Title of Class—Capital Stock (without par value) 


Number of 
Shares 
SG LOSEOULSta UII sal UANUALY, | 1971 suber sols cute anecdotes elo enter oe Ghee erate ceo 194,864,140 
Shares issued: 
Under terms of incentive compensation plan on January 6, and February 24, 1977.. 25,196 
Upon exercise of stock options from January 10, through July 28, 1977 .......... 6,500 
Upon settlement of stock appreciation rights from January 4, through November 8, 
i) (a Shc, rr, anlar ew) Wy gle atin alrattgh SIN or Ei lesa SANE RE ter Seas pNOeN nes ean te 72,655 
Siatessoutstonaing at Decemberi31,01977 ssc ce. we see 8 ea imi Gime Reale Sleme W epletors 194,968,491 


(b) Increases (Decreases) in Outstanding Indebtedness of the Registrant and its Consolidated Sub- 
sidiaries Previously Reported on Form 10-Q: 


On February 8, 1977, the Company’s Canadian subsidiary issued $125 million of 8%% Notes due 
1997. Information with respect to this transaction is contained in the Company’s Form 10-Q for the 
Three Months ended March 31, 1977. 


On April 28, 1977, the Company prepaid its 772% DM 100 million Bonds. Information with respect 
to this transaction is contained in the Company’s Form 10-Q for the Six Months ended June 30, 1977. 


(c) Increases (Decreases) in Outstanding Indebtedness of the Registrant and its Consolidated Sub- 
sidiaries During the Fourth Quarter 1977: 


On December 15, 1977, the Company guaranteed 25 percent of a loan from Metropolitan Life 
Insurance Company to Oklahoma Nitrogen Company, a partnership in which the Company holds a 25 
percent interest. The aggregate amount of this loan was $90 million, of which the Company’s share under 
its guarantee is approximately $23 million. The Note evidencing this indebtedness is due in 1992 and 
bears interest at the rate of 8.75 percent per annum. The proceeds were used by Oklahoma Nitrogen 
Company to repay a $30 million construction loan from Metropolitan Life Insurance Company and to 
reimburse Woodward Chemicals, a subsidiary of W. R. Grace, for $60 million advanced for plant con- 
struction. The Note was not registered under the Securities Act of 1933 in reliance upon the exemption 


contained in Section 4(2) of that Act. 
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On August 1, 1977, the Company and one of its subsidiaries borrowed $8 million from Morgan 
Guaranty Trust Co. of New York, London, and Citicorp International Bank Ltd., London. The Notes 
evidencing this indebtedness mature on September 30, 1983 and bear annual interest ranging from 
VY2 to 1% percent over the London Inter-Bank Offer Rate. The proceeds of such loans are being used to 
finance expenditures in the North Sea under the U.K. government’s Interest Relief Grant Scheme. 


A subsidiary of the Company entered into a loan arrangement with Algemene Bank Nederland. 
The loan provides for an aggregate of $9 million (20 million Dutch Guilders) and the Note evidencing 
this indebtedness matures in 1984 and bears interest at the rate of 834 percent per annum. The pro- 
ceeds from this transaction will be used by the subsidiary for general working capital purposes. 


The Notes referred to in the immediately preceding two paragraphs were not registered under the 
Securities Act of 1933 in reliance upon the exemption contained in Section 4(2) of that Act. Such regis- 
tration was also not required because the Notes were offered outside the U.S. and under circumstances 
in which they will not be reoffered in the U.S. 


item 9. Approximate Number of Equity Security Holders 
As at February 7, 1978 


Number of 
Title of Class Record Holders 
Capital Stock (without par value): =... 2. see ee ee ee eee 357,327 


Item 11. Executive Officers of the Registrant 


The age, present Corporate office and business experience, including all positions held concurrently 
or successively in each of the past five years by each of the Company’s Executive Officers and by certain 
division and subsidiary company Executive Officers are reported below. The Company’s By-Laws provide 
that the Company’s Officers may be removed from office at any time by the Board of Directors. 


Jerry McAfee—Age 61; Chairman of the Board and Chief Executive Officer since January 1976. 
1973—President and Chief Executive Officer, Gulf Oil Canada Limited. 


James E. Lee—Age 56; President and Director since 1973. 


Z. D. Bonner—Age 59; Chairman, Gulf Oil Chemicals Company since 1975; Director since 1974. 
1973—President, Gulf Oil Company-U.S.; 1973—Executive Vice President, Gulf Oil Corporation. 


Edward B. Walker, III—Age 56; Executive Vice President since January 1978; Director since 1974. 


1973—Executive Vice President, Gulf Oil Corporation; 1975—President, Gulf Energy & Minerals 
Company. 


Harold H. Hammer—Age 57; Executive Vice President since 1973. 


Robert W. Baldwin—Age 56; Chief Executive Officer, Gulf Refining & Marketing Company since 1975. 


1973—Executive Vice President, Gulf Oil Company-Latin America; 1973—President, Gulf Energy & 
Minerals Company. 


Charles A. Boyce—Age 48; Secretary and Associate General Counsel since March 1976. 
1973—Tax Counsel; 1975—Assistant General Counsel and Tax Counsel. 


Gerald W. Bush—Age 40; Senior Vice President since 1975. 
1973—Director, Mayor’s Office of Commerce and Manpower, City of Boston (Mr. Bush was respon- 


sible for industrial development and all federally funded manpower programs in the City of Boston); 
1975—Executive Director, Gulf Management Institute. 


Richard J. Goeken—Age 51; President, Gulf Mineral Resources Company since 1976. 


1973—General Manager, Supply and Transportation, Gulf Oil Trading Company; 1973—Vice Presi- 
dent, Gulf Oil Company-U.S. 


Herbert |. Goodman—Age 54; President, Gulf Trading & Transportation Company since 1975. 
1973—President, Gulf Oil Trading Company. 


Melvin J. Hill—Age 58; President and Chief Executive Officer, Gulf Oil Exploration and Production Com- 
pany since January 1978. 
1973—President, Gulf Global Exploration Company; 1974—Senior Vice President, Gulf Oil Corpo- 
ration; 1975—President, Gulf Energy and Minerals Company-International. 


Pierre E. Holloway—Age 50; Senior Vice President since 1974. 
1973—Vice President-Corporate Planning and Economics. 


Z. Q. Johnson—Age 54; President, Gulf Science & Technology Company since 1975. 
1973—Executive Vice President, Gulf Oil Corporation. 


Juergen Ladendorf—Age 44; Senior Vice President since 1975. 
1973—Chairman of the Board and Chief Executive Officer-Management Decision Analysis, Inc. (Mr. 
Ladendorf was responsible for strategy formulation and overall direction of the business activities 
of the corporation.) 


Merle E. Minks—Age 60; General Counsel since 1969. 


William P. Moyles—Age 47; President and Chief Executive Officer, Gulf Oil Real Estate Development 
Company since January 1977. 1973—Vice President, Corporate Development, Gulf Oil Corporation; 
1976—President, Gulf Oil Real Estate Development Company. 


James L. Murdy—Age 39; Vice President and Comptroller since 1974. 
1973—Vice President-Finance, Equity Funding Corporation of America. (Mr. Murdy joined Equity 
Funding as chief financial officer to assist the court-appointed trustee in Equity Funding’s reorgan- 
ization proceedings.) 


Jayne Baker Spain—Age 54; Senior Vice President since January 1976. 
1973—Vice Chairman, U.S. Civil Service Commission. (Mrs. Spain assumed this position by Presi- 
dential appointment and Senate confirmation, and was responsible for personnel policy and imple- 
mentation.) 


Paul H. Weyrauch—Age 52; Treasurer since 1973. 


Item 12. Indemnification of Directors and Officers 


In accordance with the provisions of General Instruction H, information is not included for this item 
as it is not materially changed from Item 9 of the Company’s Form 10-K Report for the fiscal year 
ended December 31, 1976. 


Item 13. Financial Statements, Exhibits Filed and Reports on Form 8-K 


(a)(1) The 1977 and 1976 financial statements appearing on pages 25 through 43 of the accom- 
panying 1977 Annual Report to Shareholders together with the report thereon of Price Waterhouse 
& Co. dated February 28, 1978 appearing on page 43 and, as indicated under ltems 1 through 3, 
the five-year financial and statistical summaries appearing on pages 45 through 50 and the annual 
and quarterly earnings discussion on pages 22 and 23 of the accompanying 1977 Annual Report to 
Shareholders are incorporated in this Form 10-K Annual Report by reference. The information 
appearing on pages 2 through 21, 23 (except for the quarterly earnings discussion) and 24 and 
on pages 44, 68 and 69 of the accompanying 1977 Annual Report to Shareholders is not deemed 
to be filed as part of this Form 10-K Annual Report. The report of Price Waterhouse & Co. is 
based in part on the report of Clarkson, Gordon & Co. dated February 7, 1978 appearing on 
page 67. 


The financial statements and schedules of the Registrant have been omitted as the Registrant 
is primarily an operating company and together with totally held subsidiaries meets the require- 


ments as to revenues and assets. 


All other schedules have been omitted as they are either not applicable, not required, not 
significant or the required information is given in the financial statements or notes. 
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(2) Exhibits* . 
1. The Pension Plan of Gulf Oil Corporation reflecting all amendments adopted in 1977. 


2. Agreement dated May 27, 1977 among the Government of Ecuador, Corporacion Estatal 
Petrolera Ecuatoriana and Ecuadorian Gulf Oil Company relating to the withdrawal of 
Ecuadorian Gulf Oil Company from Ecuador. 


3. The following Directors and Officers Liability and Company Reimbursement Liability 
Policies as amended to December 31, 1977 by endorsements thereto other than those 
which change the individual named Insureds’: 


(a) National Union Fire Insurance Company of Pittsburgh, Pa. Policy No. 384-89-76; 
(b) Lloyd’s Policy No. 501/B7715412(a); 
(c) Companies Collective Policy No. 501/B7715412(b); and 
(d) National Union Fire Insurance Company of Pittsburgh, Pa. Policy No. 384-90-59. 
4. Statement of information which may be required to be disclosed in accordance with the 
March 11, 1975 Consent Decree to which the Company is a party. 
(b) On December 27, 1977, the Company filed with the Commission a Form 8-K dated Decem- 


ber 13, 1977 in response to Item 4—Changes in Registrant’s Certifying Accountants. 


*Note to Shareholders: A copy of these Exhibits, as well as copies of the summary plan description and 
summary financial statements relating to Exhibit 1, is available at a fee of $3.00 per document to any 
shareholder upon written request to the Secretary, Gulf Oil Corporation, P. O. Box 1166, Pittsburgh, 
Pennsylvania, 15230. 


PART Il 


In accordance with the provisions of General Instruction H, information for Items 14 through 18 is 
omitted because prior to April 30, 1978 the Company expects to have filed with the Commission, pursuant 
to Regulation 14A, a definitive Proxy Statement involving the Election of Directors at its 1978 Annual 
Meeting. 


SIGNATURE 


Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused 
this Annual Report to be signed on its behalf by the undersigned thereunto duly authorized. 


GULF OIL CORPORATION 
(Registrant) 


By J. L. Murdy 
Vice President and 
Comptroller 


February 28, 1978 


Supplemental Schedules 


Supplementary Replacement Cost Data (Unaudited) 


The Securities and Exchange Commission (SEC) requires the disclosure of replacement cost infor- 
mation of productive capacity and inventories. Replacement costs as defined by the SEC are not intended 
to reflect the current market or disposal values of existing productive capacity or inventories. In addition, 
it is management’s opinion that the replacement cost data presented cannot be used to impute the total 
effect of inflation on the financial statements because no consideration is given to such factors as the 
effects of holding gains or losses on monetary items or the operating efficiencies which would result 
from replacing existing productive capacity. Furthermore, due to subjective judgments inherent in the 
estimates, the information should not be viewed as precise and may not be comparable with other com- 
panies in the petroleum industry. 


The Company’s calculation of replacement cost for productive capacity and inventories at December 


31, 1977 and 1976 is summarized as follows: 
Millions of Dollars (Unaudited) 


Subject to Estimated 
Historical Replacement Replacement 
Cost Exclusions Cost Cost 
eh ES AU ee ee AE Le 
Properties 
Mineral resource assets 
OU AIT GaSaces cael oes vote br $ 7,318 $ 5,658 $7,318 $5,658 $ — $ — $ = o_o 
NAMRVIN CS ssseccdte tet ceck iy tee ee eeer eee 499 421 329 421 170 —_ 260 — 
ME Otallimeeestewents onto ie oatefore sats 7,817 6,079 7,647 6,079 170 — 260 _ 
Oihemassctsumermtcrcck:. secas.: 6,862 6,396 1,054* 1,221* 5,808 a l7Ae 13,430 12,000 
14,679 12,475 8,701 7,300 5,978 ales 13,690 12,000 
Accumulated depreciation ......... 6,347 5,843 3,528 3,344 2,819 2,499 6,685 6,140 
Netsinvesimentmenc. ans sot s eas $ 8,332 $ 6,632 $5,173 $3,956 $3,159 $2,676 $ 7,005 $ 5,860 
Depreciation expense ............ $ 684 $) 6s $ 396 $ 389 $ 288 $ 242 $ 620 Sood 
Inventories 
HEF) 6 6.566 ote ehad GW RAS es LOG Ca RCS noe ane CP aR er $ 582 $ 604 $ 1,770 $ 1,740 
IE © Meeiemare eee ists fale tine fio k he bon oesekek aroha SUSE Home 6 eR 524 354 560 375 
AV GT AG CLC OS tena MAINS © Een (ec teen esterases Geo dis Sia a: arsiana do cuare Gated wonton nas 263 284 280 300 


$1,369 $1,242 $ 2,610 $ 2,415 


“Represents primarily land, intangibles and unfinished plant which are not part of productive capacity. 


A description of the methods used in developing replacement cost data for productive capacity and 
inventories is as follows: 


PRODUCTIVE CAPACITY 

Assets directly associated with oil and gas reserves have been exempted from the requirements for 
the calculation of replacement cost. Mineral reserves resulting from mining operations are temporarily 
excluded pending further study by the SEC. Exchange rates at December 31, 1977 were used for transla- 
tion of foreign properties into U.S. dollars. 


United States 

The replacement cost for U.S. assets was estimated as follows: mining facilities were developed by 
applying industry indexes to historical costs; refining facilities were derived from engineering estimates to 
replace the total U.S. refining capacity; marketing facilities were based on engineering estimates of the 
replacement cost of the typical service station; chemical facilities were based on engineers’ estimates to 
replace existing capacities for the various product lines; all other assets were based on engineering 
estimates, current costs of comparable equipment or the application of published indexes. 


Canada 

The replacement cost for Canadian assets was derived as follows: mining facilities were based on 
applying published indexes; refining facilities were based on engineering estimates using equipment 
cost curves and in some instances a general petroleum industry index; chemical facilities were estimated 
using a combination of cost curves and the application of a petroleum industry index to historic costs or 
recent cost appraisals; marketing facilities and other productive capacity were assessed either through 
use of current costs developed for representative facilities, direct pricing or application of indexes meet- 
ing the criteria of the asset group being estimated. 
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Europe 


The replacement cost for European assets was estimated as follows: refinery and chemical plants 
were based on engineering estimates utilizing localized construction cost indexes; all other assets were 
based on application of gross domestic product indexes. 


Other Foreign 

The replacement cost for those foreign assets located outside Canada and the European continent 
was based on the application of published foreign indexes or on engineering estimates to replace pres- 
ent productive capacity except for the tanker fleet which was based on engineering estimates of the cost 
to construct the total dead-weight tonnage in a configuration of optimum fleet design. 


Depreciation 


Replacement cost accumulated depreciation and depreciation expense was calculated for indi- 
vidual classes or groups of assets using the composite straight-line economic life of the historical cost 
investments. 


INVENTORIES 


The replacement cost of LIFO inventories was based on recent purchase prices. Inventories recorded 
under the FIFO method and the average cost method generally represent items acquired during the cur- 
rent year and, therefore, their replacement cost approximates their book value. The replacement cost of 
foreign inventories was translated into U.S. dollars at exchange rates in effect at year-end. 


The amount of cost of sales calculated on a current replacement cost basis is not significantly dif- 
ferent from the Company’s historical cost of sales. 


Properties (SEC Schedule V) 


Millions of Dollars—Years Ended December 31, 1977 and 1976 


Additions Deductions 

Classification Beaiaee Peet Retirements a Tecleet ar cee 
1977 Of period At cost (Kewanee) —_or sales fications of period 

Petroleum 
Exploration & development ........ $ 5,766 $1,271 $277 $ 56 $— $ 7,258 
Natural gas liquids: 24) eee 426 63 _- 2 1 486 
Refining & marketing ............. 4,008 SS — 120 2 4,199 
International marine .............. 647 77 — 21 (1) 704 
10,847 1,724 277 199 %o: 12,647 
ChemicalSiaae eek aoe eon eee 1,054 174 106 20 1 1,313 
MIRGrAIS:s 25 granite oly’ csus cea eee 421 88 — 4 6 499 
Colporate yansi- et sels ee ce Ske 153 68 4 at-6, et) 220 
$12,475 $2,054 $387 $229 $8 $14,679 

1976 

Petroleum 
Exploration & development ........ $ 5,499 $ 761 $ — $441 $53 $ 5,766 
Naturalgas liquids.) na. wenaue: 389 38 — 8 (7) 426 
Refining & marketing ...........-. 4,017 227 — 216 20 4,008 
International marine .............. 593 90 — 39 (3) 647 
10,498 1,116 Nests 704 63. 10,847 
Chemicals iancccsMe meee ee a ae 915 150 — 4 7 1,054 
Mine halls ite tyagevente ticity et sere clea ae eer ee 364 70 —_ 2 11 421 
Corporate Prat pow see ee 109 26 a 2 (20) 153 
$11,886 $1,362 gs $712 $61, $12,475 


| 


Accumulated Depreciation, Depletion and Amortization of Properties (SEC Schedule VI) 
Millions of Dollars—Years Ended December 31, 1977 and 1976 


Deductions 
ps, Balance at Additions Transfers Balance 
Classification beginning charged and reclassi- at close 
1977 of period to income Retirements fications of period 
Petroleum 
Exploration & development ................. $2,973 $383 $ 54 $3 $3,299 
NatUraeaasMiquidsm. oct: oe ot. so works 224 20 2 — 242 
Refining: & marketing oo... ccc. 0cesseesenes 1,907 169 Ta — 1,999 
IntecnatlOmalmmaninesmumnmer cae ach uci ae sok 184 30 12 —_ 202 
5,288 602 145 3 5,742 
ChemicalSmrerarciten sees atte se eae Cee 346 57 19 = 384 
NAUETETCS «ota hil eae 143 12 3 4 148 
SOU OOL ALO MM eration ye vsnst < sb 6k eye ei Hs 66 13 5 ah 73 
$5,843 $684 $172 $8 $6,347 
1976 
Petroleum 
Exploration & development .................. $2,927 $318 $271 $1 $2,973 
Natunaligassll UlcSmriem erie siiies viesisnic son 209 21 6 —_ 224 
HotininGrsamMarketmojenncrctrer src. eos ne ves 1,857 181 126 5 1,907 
[Internatlonalmmabrinome wermccir. css sk. ech s 178 30 24 —_ 184 
S176 550 427 6 5,288 
ChomicalSmra: amraireerrer ore co Gk amen ee 310 39 3 — 346 
MineotalSmrre triers ck: Coie cae ode cit oae 110 34 1 — 143 
(COIASYSTREEY: cont Gigsain nor NCA OBER 59 8 1 == 66 
$5,650 $631 $432 $6 $5,843 
Supplementary Income Statement Information (SEC Schedule XVI) 
Millions of Dollars—Years Ended December 31, 1977 and 1976 
Charged to expenses 
1977 1976 
MalntenanGeranGenSoalrstaceevctceke acai: coi Giese smut 3 cera hoes airau'es Susie lve ocge cacies eves Nach aE een eae en oes ee ert neers $ 452 $ 384 
AGTHRY © Sa 6. Bio 6 deel pcr Cen eae e et a erineeane seer Ween ere CS er rl Pala ab tanh Bios $ 219 $ 231 


REPORT OF CLARKSON, GORDON & CO. 


To the Directors of 
Gulf Oil Canada Limited: 


We have examined the consolidated statements of financial position of Gulf Oil Canada Limited 
and subsidiary companies as at December 31, 1977 and 1976, and the consolidated statements of in- 
come, shareholders’ equity, and changes in financial position for the years then ended. These financial 
statements, prepared for inclusion in the consolidated accounts of Gulf Oil Corporation, are expressed 
in United States dollars following the basis of translation from Canadian dollars set out in the notes 
thereto. Our examinations were made in accordance with generally accepted auditing standards and 
accordingly included such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 


In our opinion these consolidated financial statements (not shown separately herein) present fairly 
the financial position of Gulf Oil Canada Limited and subsidiary companies as at December 31, 1977 and 
1976, and the results of their operations and the changes in financial position for the years then ended, 
in conformity with generally accepted accounting principles consistently applied. 


Toronto, Canada CLARKSON, GORDON & CO. 
February 7, 1978 Chartered Accountants 


BOARD OF DIRECTORS 


Jerry McAfee (1) (4) R. Hal Dean (5) George Kozmetsky (2) (3) Edwin Singer (1) 
Chairman of the Board and Chairman of the Board and Dean, Graduate School of Partner 
Chief Executive Officer Chief Executive Officer Business and College of Whitcom Investment Company 
Gulf Oil Corporation Ralston Purina Company Business Administration 

z The University of Texas at Austin Edward B. Walker, III 
James E. Lee (1) (4) Robert Dickey, III (3) Executive Vice President 
President Chairman and President Nathan W. Pearson (1) (5) Gulf Oil Corporation 
Gulf Oil Corporation Dravo Corporation Financial Advisor 

; ee Paul Mellon Family Interests James M. Walton (2) (3) 
Charles M. Beeghly (8) (5) James H. Higgins (1) (3) President 
Retired Chairman of the Board Chairman of the Board and Sister Jane Scully (2) (5) Carnegie Institute and 
and Chief Executive Officer Chief Executive Officer President Carnegie Library of Pittsburgh 
Jones & Laughlin Steel Corporation Mellon Bank, N.A. and Carlow College 
Z. D. Bonner pedesege a lest ely ee (1) Member of Executive Committee; Mr. McAfee, Chairman 
Chairman (2) Member of Business Principles Committee; Mr. Walton, Chairman 
Gulf Oil Chemicals Company (3) Member of Audit Committee; Mr. Higgins, Chairman 


(4) Member of Directors’ Fee Committee; Mr. McAfee, Chairman 
(5) Member of Human Resources Committee; Mr. Beeghly, Chairman 


PRINCIPAL CORPORATE OFFICERS 


Jerry McAfee Gerald W. Bush Merle E. Minks OTHER 

Chairman of the Board and Senior Vice President General Counsel CORPORATE OFFICERS 

eile tion do's Pierre E. Holloway Charles A. Boyce Lae labs 

James E. Lee Senior Vice President Secretary and Associate Ben C. Ball 

President General Counsel Vice President 
Juergen Ladendorf Planning Research 

Harold H. Hammer Senior Vice President James L. Murdy 

Executive Vice President : Vice President G. M. Binegar 
Jayne Baker Spain and Comptroller Vice President 

Edward B. Walker, III Senior Vice President HumantiRecouress 

Executive Vice President Paul H. Weyrauch 


Treasurer L. H. Bonin, Jr. 
Vice President 
Executive Director 
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M. P. Breaux 
Vice President 
Industrial Relations 


R. T. Brown 
Vice President 
Planning Operations 


Nickolas J. Covatta, Jr. 
Vice President 
Strategy Development 


F. D. Gassaway, M.D. 
Vice President, Medical 


O. J. McGil! 
Vice President 
General Auditor 


W. E. Moffett 
Vice President 
Public Affairs 


Jack H. Morris 
Vice President 
Financial Relations 
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G. K. Thompson 

Vice President 

Executive Representative, 
New York 


A. Lewis, Jr. 
President 
Gulf Oil Foundation 


Corporate Senior Executive: Edward B. Walker, III, Jerry McAfee, James E. Lee and Harold H. Hammer 
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CORPORATE OFFICES TRANSFER AGENTS REGISTRARS 


Gulf Oil Corporation Bankers Trust Company, New York Bankers Trust Company, New York 
P. O. Box 1166 The First National Bank of Chicago The First National Bank of Chicago 
Pittsburgh, Pennsylvania 15230 Mellon Bank, N.A., Pittsburgh Pittsburgh National Bank 
Telephone: (412) 263-5000 Canada Permanent Trust Company, Toronto Montreal Trust Company, Toronto 


PRINCIPAL DIVISIONS AND SUBSIDIARY COMPANIES 


GULE OIL J. A. Strand GULF MINERAL GULF T. G. Harper GULE- OIL 
EXPLORATION Senior Vice President RESOURCES CO. REFINING Executive Vice CHEMICALS 
AND PRODUCTION International AND MARKETING President COMPANY 
COMPANY Operations R. J. Goeken COMPANY Gulf Oil Company- 
President US Z. D. Bonner 
M. J. Hill T. D. Lumpkin R. W. Baldwin as Chairman and Chief 
President and Chief President S. A. Zagnoli President and Chief A. G. Smith Executive Officer 
Executive Officer Gulf Oil Company- Executive Vice Executive Officer Executive Vice 
Latin America President President W. C. Roher 
L. A. Ramsey B. W. Miller Gull Oil Company. President 
Executive Vice C. C. McKee J. A. Borders Senior Vice President [5 load 
President and Chief President President : np GULF 
Operating Officer Warren Petroleum The Pittsburg & E. F. Eisemann, Jr DLR. Hoyer TRADING AND 
Company Midway Coal Executive Vice President TRANSPORTA- 
J. O. Carter Mining Co. President Gulf Oil Company- TION COMPANY 
Senior Vice President Gulf Oil Company- International 
U.S. Operations U.S. Herbert I. Goodman 


President and Chief 
Executive Officer 


S. L. Sugarman 
Executive Vice 
President 


GULF SCIENCE 
& TECHNOLOGY 
COMPANY 


Z. Q. Johnson 
President and Chief 
Executive Officer 


H. A. LaRue 
Executive Vice 
President 


GUERF OIL 
REAL ESTATE 
DEVELOPMENT 
COMPANY 


William P. Moyles 
President and Chief 
Executive Officer 


GULF OIL 
CANADA 
LIMITED 


C.D. Shepard 
Chairman and Chief 
Executive Officer 


Jee Stolk 


President 
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